‘Management of Stock 


— is universally recognised that a 
"i cardinal point in the successful 
"conduct of most businesses is efficient 
Management of stock. 

Stock is the principal working as- 
» get of the majority of firms and the 
| return earned is a vital factor con- 
| tributing to a firm staying in busi- 
__ hess. 

Because of this fundamental truth 
; oo, value attaches to the 
» Bociety’s recently issued Technical 
>» Bulletin (No. 4) which, under the 
| title “Current Trends in the Manage- 
' ment of Stock” deals most practically 
' and thoroughly with a problem of in- 
> terest to nearly all accountants. 


Within the Bulletin’s 48 pages, 
| three aspects of stock management 
| are discussed, i.e, Mr. J. A. Mac- 
’ donald, A.A.S.A., secretary and chief 
_ accountant, Moulded Products 
» (A’sia.) Ltd., tells how his organisa- 
| tion meets the problems of the manu- 
» facturer in financing stock require- 
_ ments from available funds; Mr. F. T. 

Whiteway, A.A.S.A., general man- 
» ager, Edments Pty. Ltd., details how 
a modern retail store organisation 
— controls stock, and Mr. W. A. Dick, 
» BComm., A.A.S.A., A.C.A.A., part- 
» ner in charge of the management ad- 
 visory division of Messrs. Fuller, 
» King & Co., Chartered Accountants 
» (Aust.) outlines the main elements 
— involved in stock management and 
| techniques for increasing the return 
» from funds employed in inventories. 


| Mr. Macdonald points out that 
"inefficient control of stocks has dire 
) @onsequences. Stock fluctuations can 
' Seriously affect financial stability. 
| A small “build-up” of stocks over a 
| felatively large range can give an ac- 
» tumulation which could affect ad- 
Versely the outlook for investors, the 

/ @mpany’s main source of finance. 
4 urate stock records could result 
"i non-delivery of orders and lost 

| Bales, loss of profit and an increase 
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in the expense ratio. He says: “To 
manufacture finished stocks in ex- 
cess of demand is identical with 
drawing a cheque for the amount of 
the excess on your bank account.” 
He subscribes to the modern view 
that diversification is desirable and 
gives examples to support this view. 
He links diversification with stan- 
dardisation particularly in regard to 
raw materials or basic components. 
Mr. Macdonald asserts that control 
of stocks and accurate sales fore- 
casts are essential to profitable busi- 
ness and he analyses and describes 
how his company maintains efficient 
stock control. 


Mr. Whiteway in stating the case 
for the retailer says: “The retailer’s 
dream is to have the right goods at 
the right place at the right time, in 
the right quantities, at the right 
prices.” Immediate knowledge of 
achieved sales, and flexibility of ac- 
tion to meet changing demands and 
stock levels, is vital to successful re- 
tailing and Mr. Whiteway shows 
how this is achieved by his organisa- 
tion. He ably deals with methods of 
sales recording, stocktaking, stock 
control and rate of “stock-turn’’, to 
give a clear and factual picture of his 
organisation’s efforts to meet the 
many problems of stock management. 


In his paper, Mr. W. A. Dick, from 
his experience and study of stock 
control, is able to give the “out- 
sider’s” view of the stock problem 
and he sets forth applications of 
the scientific method of stock man- 
agement. His approach is essen- 
tially down-to-earth in practice as he 
demonstrates by actual examples of 
problems and solutions. He concludes 
by stressing the important part that 
the accountant can play in stock con- 
trol, particularly if he adopts a flex- 
ible approach to the subject and bases 
his thinking on the fundamentals of 
scientific management. 
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E year 1955 saw the centenary 
of the incorporation of companies 
with limited liability by the simple 
process of registration®’. Probably 
many of us do not show the respect 
for history it deserves but often his- 
tory supplies the reasons for the 
present position or attitude. To trace 
the rapid development of the com- 
pany to its present-day outstanding 
importance we may require to delve 
a little into history. 


To examine the organisation and 
control of companies requires a two- 
fold view: firstly, the legal back- 
ground of corporate organisation and 
control needs to be examined, and 
secondly, consideration needs to be 
given to the practical aspect of what 
is actually happening in the business 
world as regards the organisation 
and control of living corporate 
organisations. 


It may be desirable to survey 
briefly the legal position of company 





(1) In England in 1844 a general Act of Par- 
liament (Joint Stock Companies Act 1844, 
7 & 8 Vict. c. 110) provided for the in- 
corporation of a company by simple regis- 
tration. Prior to that companies were 
formed by Royal Charter or special Act of 
Parliament. This Act of 1844 did not pro- 
vide for limited liability. Limited liability 
came, in England, in 1855 (Limited Liability 
Act 1855, 18 & 19 Vict. c. 133). These two 
Acts were incorporated into the Joint 
Stock Companies Act, 1856, 19 & 20 Vict. 
c. 47. In 1862 the Companies Act, 1862, 
25 & 26 Vict. c. 89 consolidated the statu- 
tory position and this Act served as the 
model for the Australian States. This was 
followed in Australia by statutes in the 
different States as under: (Other earlier 
statutes in Australia had some effect on 
companies but the under-mentioned Acts 
were the first in each State to place legis- 
lation in respect of Companies on an or- 
ganised basis). Queensland: The Com- 
panies Act, 1863; Tasmania: The Companies 
Act, 1869; Victoria: The Companies Statute, 
1854; New South Wales: Companies Act, 
1874; South Australia: The Companies Act, 
a Australia: The Companies 

ct, > 


THE ORGANISATION AND 
CONTROL OF COMPANIES 


By R. KEITH YORSTON, F.A.s.a, 


control because the practical organ- 
isation of corporate affairs must 
always be based on sound legal 
ground. As will be indicated later 
the law often adopts company prac- 
tice; practice in many corporate 
matters has eventually become the 
law. 


Limited liability existed before the 
general incorporation of companies 
was permitted and the old joint stock 
company, created either by statute 
or royal charter, was able to obtain 
from the Crown power to restrict the 
liability of its members to a fixed 
maximum for each share. Such a 
privilege could only be enjoyed 
where (a) a registered deed of part- 
nership existed and (b) where the 
capital was divided into specific 
shares™., The registration of these 
deeds of partnership provided, no 
doubt, the genesis of the present 
Registrar General’s office. The point 
I wish to make is that our limited 
liability company had as its parent 
the partnership and that the influence 
of the partnership idea is in evidence, 
often inadvisedly, in our company 
statute. 


Our existing Australian regis- 
tered limited liability company—our 
guide is the English company—has 
evolved from the unincorporated 
partnership based on mutual agree- 
ment and understanding. From the 
beginning English legislation recog- 
nised the fact that the partnership 
form is not basically suited to large 
corporate ventures, for the mutual 
trust and confidence existing amongst 
members is impossible as the mem- 
bership of the business entity grows. 


(2) G. W. Keeton in 5 C.L.P. (1952) “The 
Director as Trustee’’. 
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A limit is placed on the number of 
members who may comprise a part- 
nership; if that number exceeds 
twenty (ten for banking firms) the 
organisation must register as a com- 
pany. Thus the original statutory 
intent was that the company form of 
proprietorship was to be reserved 
for large associations and partner- 
ship for small ones. This original 
intent of the statute was finally al- 
tred in the well-known Salomon 
case® which decided that a “one 
man company” was quite legal“. 
legislation specially to cater for 
private proprietary companies 
naturally followed. 


Prior to this century the typical 
business unit was that owned by an 
individual or by a small group of 
individuals, whose wealth deter- 
mined, more or less, the size of the 
wit. The typical business enter- 
prise was managed usually by the 
owner, or when the owner did not 
directly manage he did so indirectly 
through a manager. The number of 
employees in such a typical unit of 
business was not large. 


Companies remained relatively 
small, and it was possible to obtain 
most of the pertinent information 
regarding the financial operation by 
observation and by word of mouth 
from a few executives. Very little 
control was exercised by the State 
wer private enterprise. The organ- 
isation and control of each individual 
company was comparatively simple. 
This is vastly different from the pre- 
sent scene, with the large corpora- 





(3) Salomon v. A. Salomon & Co. (1897) A.C. 
22 (H.L 


(4) To members of the Australian Society of 
Accountants it is of interest to know 
that credit for the name “proprietary” 

J. 


company goes to Mr. Stewart, 
solicitor to, and Mr. C. M. Holmes, presi- 
dent of, The Incorporated Institute of 
Accountants of Victoria, who suggested 
the use of the term at the hearings of a 
Select Committee enquiring into company 

., amendments in 1896. 

() It is interesting to note that American 
efforts to evolve the close corporation as 
& suitable substitute for the partnership, 
limited or unlimited, did not come until 
later and are still meeting with difficulties. 
Gower in (1956) 69 Harvard L.R. 1369. 
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tion in which the investor (the 
owner) has no contact with the em- 
ployee and in which the State regu- 
lates many matters which until re- 
cent times were deemed to be purely 
matters to be_ settled by the 
“owner”. 


The public, as consumer of the pro- 
duct or service of the corporation, is 
more aware of the activities of the 
large company than it formerly was 
of the many small firms competing 
to supply goods or services. Owner- 
ship becomes more dispersed, but 
power becomes more concentrated in 
the modern corporation. A vast dif- 
ference has occurred in the company 
method of proprietorship over the 
100 years. The changes have been 
profound and have had considerable 
effect on the economy of our nation. 
The first change noted is the size“ 
of the individual business enterprise 
which is accompanied by a consider- 
able dispersion of the ownership of 
the company. A direct result of 
these two factors is that control by 
owners of business enterprises is 
being less and less exercised by ac- 
tive participation in the function of 
management, and this aspect of 
ownership is being delegated to pro- 
fessional and trained managers". 
The shareholder in a public company 
is the absentee owner of the twen- 
tieth century. 


I have mentioned that our present 
registered limited liability company 
is a descendant of the partnership. 
An example of this and its effect will 
convey my point. No right is given 
at common law to vote by proxy ata 
company meeting. Unless the articles 
of a company give the member a 
right to vote by proxy the member 





(6) Are we passing through a stage of the 
resurgence of small capitalists, e.g. milk 
companies setting carters up in business 
as “‘owners’’; the same applies to taxi 
“owners”, a large fleet being owned by 
different drivers? 


(7) “Limited Liability Com jes in Aus- 
tralia’, by the author, deals more fully 
with this development. 
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cannot vote unless he personally at- 
tends the meeting. e reason for 
this is that in the partnership type 
of ownership which preceded the 
company method of ownership the 
meetings of members were regarded 
as vitally important to the conduct 
of the partnership business. A meet- 
ing of members was an outstanding 
event and each member was per- 
mitted to take part in directing the 
operations of the partnership. No 
member of the partnership would 
willingly absent himself from a 
*meeting. How different a state of 
affairs exists at a company meeting 
nowadays. The framers of our com- 
pany legislation have not yet rea- 
lised, even after 100 years of opera- 
tion, how different the child is from 
its parent. 

The growth of the corporate sys- 
tem has developed a division of func- 
tions which were normally the pro- 
vince of ownership. Today a com- 
pany of any size is a rationally 
planned organisation comprised of 
investors (who supply the capital), 
workers (who supply the labour 
force), management (which supplies 
the “drive” and directing force) and 
directors (who dictate the policy of 
the company). 

Most companies exist for the pur- 
pose of supplying goods or services 
which the community requires, or it 
hopes the community will require, 
and the aim of nearly all companies 
is to reward adequately each of the 
abovementioned. Thus the making 
of profits is only one of the aims of 
acompany. The job of those control- 
ing a company is the smooth running 
of the corporation’s operations. To 
achieve this, management must 
create and maintain satisfactory rela- 
tions with shareholders, workers, cus- 
tomers, suppliers, the Government 
and the general public. Only two of 
these interests are directly con- 
cerned in the profit angle—the mem- 
bers and the Government—so that 
profit maximisation is only one of 
several considerations of the control 
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and management of a corporate ven. 
ture. 

The organisation of a company is 
such that three distinct parties are 
given some say in its control and 
direction. To a person who has no 
knowledge of company procedure 
this may seem a cumbersome system, 

It is necessary to understand the 
rights and obligations of each 
“party” otherwise overlapping and 
friction may result. Firstly, we 
have the members who by the con- 
tract made by the memorandum and 
articles of association of the par. 
ticular company and the company 
statute are given a certain part to 
play in the company organisation. 
Secondly, we have the board of direc- 
tors which also derives its part in 
the corporate structure from the 
memorandum and articles of associa- 
tion of the particular company and 
also the company statute. The third 
“party” is the maragement of the 
company as distinct from the board, 
whose part in the organisation of 
the company is mainly that of put 


ting into effect or carrying out the 
policy as dictated by the board of 
directors. 


Control by Members 


In the last analysis the final 
authority for the control of the cor- 
porate venture rests with the men- 
bers in general meeting. As e- 
plained earlier the memorandum and 
articles of association may dictate 
which matters are to be settled by 
the members and which matters are 
to be the prerogative of the direc- 
tors. 

Articles of association generally 
give scant rights to management. 
The Companies Act provides that 
(8) The term “management” is used through- 

out this paper to mean the executives 
carrying out the day-to-day administration 
of the company. It would thus include 
those directors who are full-time execl- 
tive directors. It is suggested that i 
Australia the distinction between the board 
of directors and management, as referred 
to above, is often “blurred’’. This le 

to persons not appreciating when they 


are acting as directors and when 4s 
of management. 
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the supreme authority rests with the 
members in general meeting. This 
is very largely an illusory control 
for the membership of a public com- 
pany is so dispersed as to be in- 
articulate. Unless the matter is 
vital and goes to the very essence of 
the corporate venture, the members 
have no say whatsoever. When a 
company is in jeopardy it is pos- 
sible for some crusader to arouse the 
members, which usually happens 
when the directors have either mis- 
managed the affairs of the company 
or have betrayed the trust reposed 
in them by the members. 


If a crusader does arise he usually 
operates by getting other members 
to give him their proxy to vote at a 
general meeting. Owing to Aus- 
tralia’s vast distances and the fact 
that members may be situated in 
each State, whereas a general meet- 
ing is only held in one State, it is 
better to regard members from the 
point of view of control as mere 
lenders (or suppliers) of money 
(capital). Members expect little 
— of the company and obtain 
ittle. 


The part the members of a com- 
pany play is mainly dependent upon 
the provisions of the articles of as- 
sociation of each particular company. 
The following extract will explain 
the position: “A company is an en- 
tity distinct alike from its share- 
holders and its directors. Some of 
its powers may, according to its 
Articles, be exercised by directors, 
certain other powers may be re- 
served for the shareholders in gen- 
eral meeting. If powers of man- 
agement are vested in the directors, 
they and they alone can exercise 
these powers. The only way in which 
the general body of the shareholders 
tan control the exercise of the 
powers vested by the Articles in 
the directors is by altering the 
Articles, or, if opportunity arises 
under the Articles, by refusing to 
re-elect the directors of whose ac- 
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tions they disapprove. They cannot 
themselves usurp the powers which 
by the Articles are vested in the 
directors any more than the direc- 
tors can usurp the powers vested by 
the Articles in the general body of 
shareholders”, 


One often hears about the inertia 
of shareholders in companies—the 
lack of interest they show in com- 
pany affairs. ““But how can one be 
said to be indifferent to what for 
years and years he has not known 
or had an opportunity to learn 
about?”°® Later I shall mention 
some matters which company man- 
agements and directors might con- 
sider in order to overcome this 
inertia. Owing to the shortage of 
capital for corporate ventures in this 
country it might not be unprofitable 
for some thought to be given to 
overcoming this inertia. Many com- 
panies would benefit from an active 
shareholder relations programme. 


There is a world wide shortage of 
capital. This‘is caused by the great 
development going on in industry 
resulting in increased production, ac- 
companied usually by increased pro- 
ductivity, both of which generally re- 
quire increased investment in plant 
and machinery with the consequent 
need for more capital. It thus seems 
imperative that members of com- 
panies be “cultivated”’. 


Control by Directors 


Although it would legally be pos- 
sible for a company to exercise all 
its powers by means of holding 
general meetings of members, this is 
not a practical possibility. This 
method would be too awkward and 
therefore the company statute and 
the articles of association of each 
company will provide for a board of 
directors. 





(9) John Shaw & Sons Ltd. v. Peter Shaw 
& John Shaw (1935) 2 K.B. 113 at page 


134 
(10) In “Shareholder Democracy”, Emerson & 
Latcham. 
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As already explained, the articles 
may give some powers only to the 
directors and retain other powers 
for the members in general meeting. 
The modern practice is, however, 
for the articles to retain just a few 
specific powers for the members to 
exercise in general meeting (e.g., 
election of auditors, declaration of 
dividends, appointment of directors) 
and to give the directors the right 
to exercise all the other powers of 
the company. 

Provided the directors act within 
the powers delegated to them by the 
articles of association, the members 
in general meeting cannot interfere 
with the actions of the directors. The 
members may either dismiss the 
directors or alter the articles of as- 
sociation to restrict the future 
powers of the directors. 

In practice neither of these 
methods is easy to accomplish. Often 
directors have substantial share- 
holdings both in their own right and 
via their friends, and associates’ 
holdings. In a survey made by the 
author a little time ago, in which a 
random selection of 130 public com- 
panies listed on Australian Stock 
Exchanges was contacted, it was 
found that the average shareholding 
(the disclosed holding) was £6,470 
per director in companies having an 
average paid up capital of £370,000. 


The directors are not the mere 
agents of the shareholders, they are 
not necessarily agents of the com- 
pany. “Both they and the members 
in general meeting are primary 
organs of the company between 
whom the company’s powers are 
divided. The general meeting re- 
tains ultimate control, but only 
through its powers to amend the 
articles (so as to take away, for the 
future, certain powers from the 
directors) and to remove the direc- 
tors and to substitute others more 
to its taste. Until it takes one or 
other of these steps the directors 
can, if they are so advised, disregard 
the wishes and instructions of the 
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members in all matters not speci- 
fically reserved (either by the Act 
or the articles) to a general meet- 
ing”’@), 


In law the directors have absolute 
powers; except in specific powers the 
board is not subservient to the mem- 
bers in general meetings. The board 
is in a most advantageous position to 
control the proxy voting of members 
and thus the directors, in practice, 
virtually have almost complete con- 
trol of the corporate venture. But 
the board, too, must, in practice, 
delegate its powers; it does so be 
cause it is not “on the job” daily as 
is the management of the company. 


In a classic judgment” the duties 
of directors were outlined in the fol- 
lowing manner: 


“(1) A director need not exhibit in the 
performance of his duties a greater 
degree of skill than may reasonably 
be expected from a person of his 
knowledge and experience. 

A director is not bound to give con- 
tinuous attention to the affairs of 
his company. His duties are of an 
intermittent nature to be performed 
at periodical board meetings, and 
at meetings of any committee of 
the board upon which he happens to 
be placed. He is not, however, 
bound to attend all such meetings, 
though he ought to attend whenever, 
in the circumstances, he is reason- 
ably able to do so. 

In respect of all duties that, having 
regard to the exigencies of business 
and the articles of association, may 
properly be left to some other off- 
cial, a director is, in the absence 
of grounds for suspicion, justified in 
trusting that official to perform 
such duties honestly.” 


“A director need not exhibit in 
the performance of his duties 4 
greater degree of skill than may re 
sonably be expected from a person 
of his knowledge and experience. 
A director of a life insurance com- 
pany, for instance, does not guaral- 
tee that he has the skill of an ac 





(11) Gower, “The Principles of Modern Com- 
pany Law’’, page 130. 

(12) In re Equitable Fire Insurance Co. Ltd 
(1925) Ch. 407. 
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tuary or of a physician.”“® If, of 
course, @ director is appointed be- 
cause Of special technical qualifica- 
tions and he does not exercise the 
skill and knowledge which it would 
be reasonable to expect, the direc- 
tor may be liable to compensate the 
company for any loss sustained by 
such lack. 


Associate Directors 


Some of the larger companies in 
Australia have appointed what are 
termed associate directors and these 
appointments are looked upon as a 
training ground for appointment as 
full directors in the future, or as a 
means of retaining the experience 
and advice of a trusted executive 
and thus avoid his complete retire- 
ment from the company. It is gen- 
erally provided in the articles of as- 
sociation that these “‘associate direc- 
tors” should not require any share 
qualifieations, should be described 
by some title as would indicate the 
nature of their duties and should not 
be deemed to be directors within the 
meaning of any of the articles of 
association of the company. Gener- 
ally, they are not entitled to vote at 
meetings of the board, be present 
thereat without invitation, to exer- 
cise any of the powers or discretions 
which, by the articles, are conferred 
upon the directors, or in any way 
share the responsibilities of the 
directors. These restrictions are 
hecessary in order to avoid associate 
directors being included in the cate- 
gory of “directors” for purposes of 
the company statute. As a means of 
tither training men for directorships 
or as retaining trusted employees the 
appointment of associate directors 

ould be more availed of in this 
country. Alternatively more use 
might be made of junior boards and 
Management committees. 


_In Australia, we do not have what 
is called cumulative voting for direc- 





(3) In re City Equitable Fire Insurance Co. 
Ltd. (1925) Ch. 407, at page 428. 
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tors. I should like to query whether 
this method would not give members 
a greater degree of control over the 
board. For if, as already mentioned, 
the board has certain powers dele- 
gated to it the only redress the mem- 
bers have if they disagree with the 
directors’ use of those powers is to 
change the board. Under our “‘stag- 
ger” method of changing a few mem- 
bers of the board each year, this 
may take some years to achieve. In 
order to give members the effective 
control of the corporation, would it 
be wise for all directors to retire 
each year? Would it be wise to adopt 
a system of cumulative voting as is 
permitted in 45 of the States of 
North America? The system is ex- 
plained thus :— 


“The two major methods of electing 
corporate directors are by ‘straight voting’ 
and by ‘cumulative voting’. Under straight 
voting, the-more common method, a stock- 
holder group with a majority of the votes 
at the annual election can elect its full 
slate of directors. For example, in a con- 
test for the election of a board of nine 
directors, a group holding 51% of 10,000 
shares outstanding, each share being en- 
titled to one vote, could cast 5,100 votes 
for each of its nine candidates. An oppo- 
sition group of stockholders with 4,900 
votes could muster only 4,900 for each of 
its candidates, and, of course, could elect 
none. If cumulative voting is authorised, 
each voting shareholder is entitled to votes 
equal to the number of his shares multi- 
plied by the number of directors to be 
elected. He may cast all these votes for 
a single director or distribute them among 
two or more candidates as he sees fit. With 
cumulative voting under the circumstances 
cited above, the group with 5,100 shares 
would be entitled to a total of 45,900 votes 
and the group with 4,900 shares to 44,100 
votes. By distributing its 44,100 votes 
among only four candidates the minority 
stockholder group could give each of the 
four men 11,025 votes. No matter how the 
majority distributes its votes it can elect 
no more than five directors since it cannot 
give its sixth man as many as 11,025 votes. 


“Provision for cumulative voting brings 
to the corporate system, then, a means by 
which a significant group of stockholders, 
though in the minority, can elect candi- 
dates of its choice to the board of direc- 
tors. The mechanics of cumulative voting 
can be fairly complex. Suffice it here to 
establish the fact that provision for cumu- 
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lative voting is designed to make it possible 
for ownership elements to gain representa- 
tion on the board of directors roughly pro- 
portionate to their voting strength. Or 
from the viewpoint of the majority, if 
there is a contest, under cumulative voting 
the majority cannot elect all the directors 
but only that number proportionate to its 
voting strength.” 


One aspect of a director’s duties 
arises from the situation where a 
director has used information of the 
company to his own benefit. The 
following extract from the Report of 
the Inspector, P. D. Phillips, M.A., 
LL.B., Q.C., after investigating the 
affairs of Freighters Limited dated 
17th September, 1956, is of interest: 


“Notwithstanding assertions in the early 
19th century history of joint stock com- 
panies that directors were to be considered 
as trustees, subject to rigorous fiduciary 
duties and obliged carefully to avoid the 
pursuit of their own interests in perform- 
ance of their duties on behalf of the share- 
holders, during ensuing years a tendency 
emerged to modify or relax the rigors of 
this standard of conduct. There is some 
indication that the tide has now turned and 
that the Courts are now once again assum- 
ing a more unrelenting scrutiny of the 
possibilities that may arise from a con- 
flict of corporate duty and individual in- 
terest. In this respect, the decision of 
the House of Lords in the case of Regal 
(Hastings) Ltd. v. Gulliver, 1942, 1 A.E.B. 
379, is of particular interest. In that case, 
the directors had come to the assistance 
of their company in completing a trans- 
action by the provision of cash which the 
company was unable to provide itself. 
The conduct of the directors was found 
by the trial Judge and admitted by all 
subsequent Judges to have been bona fide, 
and to have been in the interests of the 
company concerned. Nevertheless, the 
transaction in which the directors partici- 
pated turned out to be a profitable one, 
both for the company and the directors, 
so that as the result of their having come 
to the rescue of their own company, they 
emerged with a private profit in their 
pocket. Their opportunity for embarking 
on the enterprise in question arose because 
of knowledge which they had acquired as 
directors and because their position as 
directors provided the opportunity to be- 
come participants. These circumstances, 
notwithstanding a finding of bona fides in 
their favour, were such as to lead to 





(14) ween, “Cumulative Voting for Direc- 
ors’. 
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unanimous decisions by five members of 
the House of Lords over-ruling the Court 
of Appeal and holding that the directors 
were liable to account to the company for 
the gains which they had made.” 


The following extract from the 
Cohen Committee report deals with 
this matter:— 


“Whenever directors buy or sell shares 
of the company of which they are directors, 
they must normally have more information 
that the other party to the transaction and 
it would be unreasonable to suggest that 
they were thereby debarred from such 
transaction; but the position is different 
when they act not on their general know- 
ledge but on a particular piece of infor- 
mation known to them and not at the time 
known to the general body of shareholders, 
e.g., the impending conclusion of a favour- 
able contract or the intention of the board 
to recommend an increased dividend. 


“In such a case it is clearly improper 
for the director to act on his inside know- 
ledge, and the risk of his doing so is in- 
creased by the practice of registering 
shares in the names of nominees. None 
theless, we do not recominend a prohibition 
on directors holding shares in the names 
of nominees. This is a useful convenience 
to the director and prohibition could be 
readily evaded, e.g., through the medium 
of a company controlled by the director. 


“We do, however, consider that the law 
should be altered so as to discourage im- 
proper transactions of the kind we have 
indicated. Even if the legislation is not 
entirely successful in suppressing improper 
transactions, a high standard of conduct 
should be maintained, and it should be 
generally realised that a speculative profit 
made as a result of special knowledge not 
available to the general body of share 
holders in a company is improperly made. 
We would add that some directors who 
would not themselves take advantage of 
inside information do not so clearly ap 
preciate the impropriety of letting it be 
known to their friends that events as yet 
unknown to the shareholders have made 
the shares of the company an attractive 
purchase. 

“The best safeguard against improper 
transactions by directors and against un- 
founded suspicions of such transactions 
is to ensure that disclosure is made of 
their transactions in the shares or deben- 
tures of their companies. The fact that 
disclosure is obligatory will of itself be 
a deterrent to improper conduct and the 
shareholders can, if they think fit, ask 
for an explanation of transactions discl 
in the return which we recommend. 


“It has been represented to us that dis 
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dosure by directors of their transactions 
in shares of their companies might be in- 
jurious to the shareholders; for example, 


a director for legitimate private reasons 
sold his holding, the disclosure of the sale 
might give rise to an unwarranted rumour 
that the company had experienced mis- 
fortune, and the price of the shares would 
fall. We think, however, that the very 
fact that disclosure of transactions by 
directors was compulsory, would tend to 
negative this false impression, and in the 
event of misconception it would always 
be open to the director to make a state- 
ment as to the reasons for his transactions. 
The practice in the United States of 
America is to require the disclosure of 
directors’ transactions and it does not ap- 
pear that this has had any unfortunate 
results,” 

On the question of directors, some 
reference should be made to the in- 
creasing use of the appointment of 
a director to represent a particular 
interest, e.g., special class of share- 
holder; a bank or debenture holders. 
The right to appoint such a director 
is sometimes a right given to pre- 
ference shareholders or is included 
ina trust deed or similar instrument 
given a bank or debenture holders. 
Obviously, the intention of such an 
appointment is for someone to watch 
over the interests they are presumed 
torepresent. The law is quite clear, 
however, that the director’s primary 
duty is to the company as a unit and 
not to a particular section of the 
company or a particular interest of 
the company. The possibility of a 
conflict of interest and duty is ob- 
vious in such appointments. The 
company is entitled to the combined 
“wisdom” of the whole of the Board 
and not to sections of it only. 


Control by Management 


Although certain powers (often 
the majority of the company’s 
powers) and duties are delegated to 
the board of directors, this means a 
delegation to the board meeting as 
a board. This method of control, 
particularly in large and medium 

companies, must also tend to 
ome cumbersome. 


ee 


(5) Committee on Company Law Amendment 
appointed in England in June, 1943. 
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The average Australian board of 
directors meets, from surveys made, 
about once a month, often at more 
lengthy periods. This inevitably 
means that the active control of the 
company must be in the hands of 
persons other than the board (unless 
the whole of the board is comprised 
of executive directors which is un- 
usual). In 340 companies surveyed 
by the author there was a total 
directorate of 1,784 directors, of 
whom 668 were full-time executive 
directors and 1,116 “outside” direc- 
tors; thus about two directors were 
full-time executive directors and 
slightly more than three were “out- 
side” directors. 


The day-to-day decisions and af- 
fairs of the company must be con- 
trolled by the management. Often, 
as already explained, the term “man- 
agement” will include some of the 
directors. 


Management is a process. Numer- 
ous books explain the management 
process. This process is in control 
of the administrative machinery of 
a corporation. The administration 
of even a medium sized company is 
fairly complex. 


Take as an example an engineer- 
ing company manufacturing, say, 
a few specialised products. We will 
have many highly specialised de- 
partments each dealing with its own 
particular problems and giving nor- 
mally no thought to the problems of 
the other departments. We will 
have, for instance, the drawing office 
dealing solely with drawings, speci- 
fications and like matters; we will 
have a purchasing department con- 
cerned with buying the hundred and 
one items of raw materials and 
stores needed; we will have a stores 
control section; a production engin- 
eering department; sales control; 
cost accounting; general accounting; 
personnel; marketing and market re- 
search; technical research; plant 
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maintenance and many other func- 
tions peculiar to a general engineer- 
ing entity. The need for someone, 
e.g., a general manager, or some per- 
sons, e.g., other executives, to over- 
see such a complex moving structure 
is obvious. In other words the en- 
gineering company, as with other 
companies, requires a management 
to view and conduct the organisation 
as a unit. The board may chart a 
course but its implementation is by 
management. 


There is a tendency in Australia 
to “gloss over” the distinction be- 
tween the direction and management 
of a company. The directors “direct” 
and the management “manage” the 
company. A director, because of 
special skill and especially if he is an 
executive director, may be part of 
the management of the company as 
well as being a director. As a direc- 
tor, he, together with other members 
of the board, and collectively, lays 
down the broad general policy of the 
company. If he is also part of the 
“management” of the company he 
takes part in the implementation of 
that policy but not as a director. 
If one person exercises the two func- 
tions he does so in separate capaci- 
ties. In some companies no direc- 
tors at all are part of management, 
in a small number of companies all 
the directors are part of manage- 
ment. 


Elsewhere I have suggested that 
in public companies the post of man- 
aging director is an outmoded con- 
cept—a carryover from the time 
when companies were smaller in 
size and of a family nature. In prac- 
tice, a managing director tends to 
build up loyalties to himself. The 
appointment of a general manager, 
with a seat on the board if deemed 
desirable, is, it is suggested with 
respect to many excellent managing 
directors, a more modern and realis- 
tic concept. 


The further the managerial revolu- 
tion proceeds the more it is neces- 
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sary to draw a clear distinction be. 
tween the board of directors on the 
one hand and management on the 
other. Should we still look upon the 
board as supervisory managers—as 
part of management—or as a body 
overseeing the managers? Is not 
the former, as regards our large 
companies, an anachronistic view? 


Management must see that the 
work force of the company is made 
to feel a “part” of the company, 
Adequate superannuation benefits 
and incentive schemes are thus im- 
portant. Outside the scope of this 
paper is a discussion of the fears of 
many employees that, with automa- 
tion, labour will cease to be a cost 
of production and become a fixed 
charge. 


In actual practice the management 
must do much more than put into ef- 
fect the decisions of the board, they 
are forced by circumstances into 
making decisions, they are forced in- 
to being the motivating force which 
guides the corporate enterprise. My 
view is that the growth of corporate 
ventures is such that statutory Te 
cognition is necessary of the im- 
portant part management plays in 
the control of the entity. Fortun- 
ately most companies are well and 
honestly managed. This aspect was 
reported upon by the already re 
ferred to Cohen Committee in its 
well-known report as follows:— 

“We are satisfied by the evidence that 
the great majority of limited companies, 
both public and private, are honestly and 
conscientiously managed. We believe that 
the system of limited liability companies 
has been and is beneficial to the trade and 
industry of the country and essential to 
the prosperity of the nation as a whole. 


Greater control with greater 


status is due to company “manage 
ment”. 


Thus we see that the powers of 
the company are divided betwee 
three distinct factors. The manage 
ment will have sole power to catty 
out the functions entrusted to it by 
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the board of directors, which may 
be the whole of the powers of the 
company except (a) those which the 
bard must by the company’s 
articles er the company statute per- 
form itself, and (b) those which the 
members, in the same manner, must 
perform in general meeting. Virtu- 
ally in law and certainly in practice, 
each of the three factors mentioned 
is supreme in its own domain until, 
of course, in the case of the board or 
management their appointments are 
terminated. The members of the 
company, in law, but not usually in 
practice, have the ultimate control 
for they are immovable. 


Some of the methods of control of 
the corporate venture that manage- 
ment is able to exercise are powerful, 
they often tend to become more 
powerful than the statutory powers 
of control given to members or direc- 
tors. Let us take a few illustra- 
tions :— 


Management has a large measure 


of control over the accounting for ,. 


the corporate venture. When there 
are no financial directors they may 
have complete control over the ac- 
counting. This is an important con- 
trol and for present purposes I 
diminate the fraudulent use of this 
control which fortunately in Aus- 
tralia is rarely used. 


Accounting is not fenced in by a 
rigid set of standard rules, prob- 


ably it never will be. There must al- 
ways be room for discretion within 
the framework of concepts laid down, 
for changes to meet trends in econo- 
mic development and for variation 
in application to particular cases. 

faith and a fair and consistent 
use of accounting concepts is at pre- 
sent the accounting guide for man- 
agement, this permits of an honest 
variation of results. A revenue 
statement and balance sheet prepared 
from the same set of accounting re- 
cords by, say, six different accoun- 
lants may not produce identical re- 
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sults. This is because accounting 
judgment and opinion are necessary. 
Accounting thus gives management 
an important tool to control the cor- 
porate entity. 


There are a host of other account- 
ing problems which result in con- 
trols upon which management may 
have to guide a board, as follows :— 


Is it right or wrong to issue bonus 
shares from a mere writing up 
of assets? 


Should premiums on shares issued 

- be used to pay a dividend or 
should they be used to issue 
bonus shares? 


Must all past losses always be re- 
couped before current profits 
are paid away as dividends? 


Is there any reason why, except in 
rare cases, the turnover of the 
company should not be disclosed 
—thus enabling sensible ratios 
to be prepared from the pub- 

- lished financial statements? 


Should not the effect on the com- 
pany’s affairs of the gradual 
decline in the value of money at 
least be noted on the financial 
statements? 


Management has another effective 
method of control where holding and 
subsidiary companies exist. Some 
accounting problems management 
has to advise on are as follows :— 


Is it wrong or correct to substi- 
tute tax free reserves in a sub- 
sidiary company acquired with 
taxable reserves? 


Is it wrong or correct to merely 
take into the holding company’s 
accounting records a dividend de- 
clared by the subsidiary company 
—which dividend may bear no re- 
lation to the profit of the wholly- 
owned subsidiary? 


I stated earlier that my view is 
that the company statute will even- 
tually place greater responsibilities 
on management to accord with its 
increasing powers. I suggest that in 
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the not far distant future company 
statutes will require all companies to 
appoint a qualified registered ac- 
countant whose duty it will be to 
see that the above mentioned and 
other similar matters are attended 
to in the accounting records and to 
certify on the annual financial state- 
ments whether or not certain ac- 
counting concepts have been adopted 
in their preparation. It is important 
when considering any financial state- 
ment to know the accounting bases 
adopted. This information should be 
included in note form to the finan- 
cial statements and would include, 
for instance, reference to the basis 
of stock valuation; the method of 
valuation of work in process and of 
non-current assets; whether depre- 
ciation has been provided on, say, 
cost or replacement figure; whether 
any change has been made in the 
basis of accounting; and in the case 
of group consolidated statements 
how pre-acquisition profits have 
been treated. 


Management uses many means of 
control, the results of which it does 
not disclose to members and often even 
not to the board of directors. Take 
for example: A company of any size 
cannot be managed without a system 
of budgets in which will be included 
a statement of source and disposi- 
tion of funds. I see no reason to dis- 
close the budgets and their variance 
to other than the board of directors, 
but I do think that the funds state- 
ment should form part of the finan- 
cial statements which are submitted 
to the suppliers of capital. 


A statement which will indicate 
movements in working capital is im- 
portant. For the majority of mem- 
bers some modification of the state- 
ment, showing the source and use of 
funds, might, I feel, be more under- 
standable than the present profit and 
loss statement and balance sheet. 
Most people are familiar with and 
understand a statement of cash re- 
ceipts and disbursements. Profes- 
sional people, small businessmen, 
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churches, philanthropic organisa- 
tions, and many similar types of ac. 
tivity prepare a statement of cash 
receipts and payments. The budget 
in the home “works” on a cash basis, 
and this is the basis of accounting 
used by our State and National govy- 
ernments for Treasury accounting. 

To look into the future, I should 
venture to suggest that as the man- 
agerial revolution proceeds further 
in Australia we shall tend to drawa 
clearer distinction in law, as is be 
coming evident in company practice, 
between the powers of boards of 
directors on the one hand and man- 
agement (as distinct from the 
board) on the other. In some coun- 
tries the shareholder—director-man- 
agement relationship has been selved 
in a simple manner by the drastic 
expedient of abolishing the share 
holders. Boards of directors are re 
placed by directors whose appoint- 
ment rests with a member of the 
Government. If private enterprise 
is to persist we must do all possible 
to avoid the abolition of the share 


“holder. 


Because of the growth in the size 
of large companies it seems obvious 
that, eventually, governments will re 
quire certificates as to certain as 
pects of corporation finance and at- 
tivity from auditors who are in some 
measure responsible to, or controlled 
by, governments. If and when this 
eventuates management may have 
control thrust upon it. 

Whether we are accountants in 
executive practice or accountants in 
professional practice we are all con- 
cerned with the organisation and 
control of limited liability companies. 
Each year an increasing proportion 
of our population becomes interested 
in holding shares in companies. This 
widening dispersion of ownership 
alone, presents a challenge to the 
accounting profession to improve 
both the organisation of company 
control and matters ancillary there 
to. We should grasp the opportunity 
this challenge presents to us. 
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RECENT LEGAL DECISIONS 


Discussed by L. C. VOUMARD, B.a., LL.B. 


Validity of Proxies 

Readers will remember that con- 
siderable publicity recently attended 
the appointment of certain directors 
of Butler Air Transport Ltd., and 
that a dispute arose whether persons 
declared elected at an adjourned 
general meeting were _ properly 
elected or not. This latter point 
turned solely on the question whether 
certain votes tendered at that meet- 
ing by proxies were validly rejected, 
because if they were, one set of per- 
sons would have been duly elected 
directors, whilst if they were not, 
another set of persons would have 
been duly elected directors. 


At the time of writing, the case has 
not, as far as I know, been reported, 
bat the secretary of Ansett Transport 
Industries Ltd. has kindly made 
available to me a copy of the judg- 
ment, and it is on this that the fol- 
lowing note is based. 


Item (4) of the notice convening 
the annual general meeting to be held 
on 31 December, 1957, read: 


“(4). To elect directors. Sir John 
Northcott, Messrs. E. D. Armstrong 
and J. O. Declerk retire in accordance 
with the articles of association, and 
being eligible, offer themselves for 
reelection”. Item (7) read: “(7) 
To consider, and if thought fit, pass 
the following motions of which notice 
has been duly given:—(a) That pur- 
suant to Article 89 of the Articles 
of Association of the company Eric 
Kingsford Smith an ordinary direc- 
tor of the company be and he is here- 
by removed forthwith from the office 
of the director of the company. (b) 
That pursuant to the said Article 89 
Richard Daniel Collins be and he is 
hereby appointed a director of the 
‘mpany in the stead of the said 
¢ Kingsford Smith”. 
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Apart from the three retiring 
directors, three other candidates had 
been nominated for election as direc- 
tors, namely, Messrs. Ansett, Daw- 
son and Nash. Prior to the meeting, 
some shareholders had given proxies 
to one or other of Messrs. Ansett 
and Cooper (who were also share- 
holders) and many had given proxies 
to Mr. Ansett or failing him Mr. 
Cooper. The proxies so given repre- 
sented in all 19,280 votes, which 
amounted to an absolute majority of 
the votes capable of being cast by all 
shareholders of the company at the 
meeting. 


The meeting opened, but was ad- 
journed to 21 January before either 
items (4) or (7) came up for dis- 
cussion. It was resumed on that 
date and 795 shareholders attended, 
including many who had _ given 
proxies. 


After announcing that he would 
not seek re-election as a directur, 
the chairman (Sir John Northcott) 
put item (3) to the meeting, and 
after this was carried, he put item 
(4)—the election of directors. A 
poll was demanded, and the chair- 
man said he would direct a poll in 
any event. On a show of hands, the 
meeting unanimously (and  ap- 
parently unnecessarily) agreed to 
the taking of the poll. Hems (5) and 
(6) were then disposed of, and then 
came item (7) (a) and (b). The 
chairman directed that these be 
taken together, and that a poll be 
taken, although when a shareholder 
called for a show of hands a vote was 
taken in that way. However, the 
chairman said that he would not re- 
solve the question whether the motion 
had been carried or not on a show of 
hands in view of the large number 
present. As with item (4), he an- 
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nounced that he would determine 
when and where the poll would be 
taken after the remaining business of 
the meeting had been disposed of. 

In due course, the meeting was ad- 
journed until 28 January to enable 
the poll on these items (4) and (7) 
(a) and (b) to be taken. 

When, on that date (349 share- 
holders being present on this oc- 
casion) the chairman announced his 
intention of taking a poll on item (4), 
a shareholder, on a point of order, 
objected that no persons who had 
been present and had voted on a 
show of hands on 21 January could 
vote on a poll by their proxies. With- 
out deciding the point, the chairman 
directed the poll to be taken, and that 
all votes cast should be counted. 
This was done, but the chairman then 
adjourned the meeting to 5 February 
to give him an opportunity to take 
legal advice on the disputed votes. 

This advice was that all votes cast 
by proxies on behalf of shareholders 
who were personally present at the 
meeting on 21 January should be re- 
jected. On this basis, the chairman 
declared the result of the poll on 5 
February. It resulted in the election 
of Messrs. Declerk, Dawson and Nash 
as directors, and the rejection of 
items 7 (a) and (b). Had the proxies 
not been rejected, Messrs. Ansett, 
Armstrong and Declerk would have 
been elected, and Mr. Kingsford 
Smith would have been displaced by 
Mr. Collins. 

The only question, then, was, had 
the votes cast by proxies been pro- 
perly rejected? This was answered 
by Myers, J., in the N.S.W. Supreme 
Court (Equity) in the negative, so 
that in the result Messrs. Ansett, 
Armstrong and Declerk were de- 
clared elected, and Mr. Collins re- 
placed Mr. Kingsford Smith on the 
board. 

His Honour’s reasons were based 
on the true meaning of the company’s 
articles dealing with votes. On the 
election of directors, he assumed, 


each shareholder voted on a show of 
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hands on the motion whether poll 

should be taken, and their proxies 

voted on the poll, whilst on items (7) 

(a) and (b) each shareholder voted 

on the motion by show of hands and 

ey proxy voted on the subsequent 
poll. 

The relevant articles contained 
provisions to the following effect:— 
56—In the first instance, every ques- 
tion is to be decided on a show of 
hands. 

60 (1)—On a show of hands, every 
member (present in person, in 
the case of an individual) has 
one vote. 

61—Votes given by proxy are valid 
unless the company is notified, 
in writing, before the meeting, 
of the revocation, etc., of the 
proxy. 

64—Every member may vote o 
any question personally or by 
proxy at any general meeting or 
upon a poll. 

The defendants argued that the 
authority of the proxy holders to vote 
as such had been terminated, either 
because of the personal attendance of 
the shareholders at the meeting on 
21 January, or because of their vot- 
ing on the show of hands at that 
meeting. His Honour did not agree. 
Where articles allow voting in ver- 
son or by proxy, every shareholder 
has an option to vote by either method. 
And the fact that a shareholder votes 
in person does not revoke the proxy 
—the shareholder having exercised 
his option to vote in person, it is 
merely unnecessary for the proxy 
to be used at all. 

The proposition that a proxy 3 
given only on condition that the 
shareholder does not himself attend 
the meeting, and, if he does, then the 
condition is fulfilled and the prox) 
is at an end, is not entirely correct. 
The true position is that a share 
holder, having two alternative rights, 
by exercising one loses the other. | 

The consequence of this is that if 
a proxy votes on one resolution at? 
meeting, his principal can vete per 
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sonally on another resolution, and 
vice versa. And in the instant case, 
therefore, the fact that the “princi- 
pals” voted on a show of hands to 
agree to the taking of a poll did not 
prevent their proxies voting on the 
poll when taken, because it dealt with 
a different question. 


A further ground for rejecting 
the defendants’ claim was this. The 
proxies themselves were members of 
the company; they could not there- 
fore vote as proxies on the show of 
hands, because of Art. 60. In voting 
on one question on a show of hands, 
the shareholders were not, therefore, 
exercising any option—they were do- 
ing something which they alone were 
entitled te do, and this could not af- 
fect the right of their agents to do 
another and different act which could 
be performed by either. 


For these reasons, the rejection of 
the votes cast by the proxies was held 
invalid, with the consequences al- 
ready mentioned. 


Immunity of Foreign Sovereign 


The decision of the House of Lords 
in Rahimtoola v. Nizam of Hyderabad 
(1957) 3 All E.R. 441 reaffirms the 
doctrine that proceedings against a 
foreign sovereign may not be enter- 
tained if the foreign sovereign ob- 
jects, and claims the proceedings 
should be stayed. 


The Nizam sued for payment of an 
amount of money exceeding £1 mil- 
lion, which stood to the credit of 
Mr. Rahimtoola, High Commissioner 
for Pakistan in London, in an account 
with the Westminster Bank Ltd. 
This amount had been transferred 
into that account—i.e., to Mr. Rahim- 
toola, but in his capacity as High 
Commissioner for Pakistan in Lon- 
don—by an agent of the Nizam, al- 
though in doing so the agent had 
apparently acted in excess of his ac- 
tual authority, but within his osten- 
sible authority. Thereafter Mr. 
Rahimtoola held the money, in effect, 
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on behalf of the Government of 
Pakistan, which was a “foreign 
sovereign”, so that for all practical 
purposes the account with the West- 
minster Bank was that of the Gov- 
ernment of Pakistan. 


When the Nizam sued to recover 
the money—on the basis that it had 
been paid over without any authority 
from him—Mr. Rahimtoola, as de- 
fendant, claimed that the Govern- 
ment of Pakistan was in control of 
the bank account; that he was merely 
the Government’s agent; and that 
the action, having been brought 
against a foreign sovereign, could 
not be sustained. Upjohn, J., giving 
effect to the principle of sovereign 
immunity, stayed the action accord- 
ingly. His decision was reversed by 
Court of Appeal, was restored by 
the House of Lords, which held that 
the State of Pakistan was entitled 
to put up what Lord Denning de- 
scribed as the “protective umbrella” 
of sovereign immunity. 


Bank’s Duty in Relation to Letters 
of Credit 


An English seller (British Imex 
Industries Ltd.) contracted to sell 
some steel rods to a Jordanian firm. 
Delivery was to be in two instalments, 
and payment was to be effected by 
the opening of a confirmed letter of 
credit in favour of the sellers with a 
London bank (Midland Bank Ltd.) 
in respect of each instalment. The 
sellers shipped both instalments, and 
realised the letter of credit applicable 
to the first one, but, the buyers being 
dissatisfied with the quality of the 
goods, they sought an injunction to 
restrain the sellers from dealing with 
the second letter of credit. 


They obtained an ex parte injunc- 
tion to this effect on 9 December. 
This injunction was due to expire at 
2.30 p.m. on 10 December and on the 
morning of that day Donovan, J., 


refused to extend it. At 12.30 p.m., 
on that day, the buyers appealed to 
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the Court of Appeal which dismissed 
the appeal at 2.45 p.m., thus giving 
the sellers fifteen minutes in which 
to present the documents to the bank 
and draw on the credit. 


Two things emerged at this stage. 
The first was the speed with which 
the courts worked, and the second 
was the unwillingness of the court to 
upset the commercial system based 
on the footing that bankers’ con- 
firmed credits constitute “a bargain 
between the banker and the vendor 
of the goods (imposing) on the 
banker an absolute obligation to pay, 
irrespective of any dispute which 
there may be between the parties on 
the question whether the goods are 
up to contract or not”. 


These proceedings are reported as 
Malas and Anor. v. British Imex 
Industries Ltd. (1958) 1 All, E.R. 
262. 


But the sellers were not yet out 
of the wood. When they applied to 
the bank for payment under the 
second letter of credit the bank re- 
sisted their claim, presumably on the 
basis that as their customers (the 
buyers) considered themselves en- 
titled to repudiate the contract with 
the sellers on the ground that the 
goods did not answer the contract de- 
scription, the bank should not pay 
unless protected by an order of the 
court. So the sellers issued a writ 
against the bank, and the case was 
heard ten days later, that is, on 20 
December (another reminder of the 
speed with which the courts can 
work). 


The bank’s defence turned on an 
additional clause in the relevant bill 
of lading which read: “B. Iron and 
Steel, Angles, Bars, Channels, etc. 
. . . Vessel not responsible for cor- 
rect delivery and all expenses in- 
curred at ports of discharge conse- 
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quent upon insufficient securing or 
marking will be payable by con. 
signees unless: (a) every piece is 
distinctly and permanently marked 
with oil paint; (b) every bundle is 
securely fastened, distinctly and 
permanently marked with oil paint 
and metal tagged, so that each piece 
or bundle can be distinguished at 
port of discharge”. And, said the 
bank, the bills of lading contained no 
evidence that these requirements 
have been satisfied; therefore the 
bank was released from their obliga- 
tion to pay the sellers under the ir. 
revocable letter of credit which the 
buyers had confirmed. 


But judgment was given for the 
sellers. The clause did not prevent 
the bills from being a clean bilil or 
lading; it lessened the carriers’ lia- 
bility to a greater degree than per- 
mitted by the Hague Rules (cf. our 
Sea Carriage of Goods Act, Art. IV, 
r. 2 (n) (0), and Art. III, r. 8), and 
was to that extent void, anyway. On 
the question of the bank’s duty, Sal- 
mon, J., said: “According to the de 
fendants’ (i.e., the bank’s) case it 
was their duty to read through the 
multifarious clauses . . . on the back 
of these bills of lading and, having 
observed additional cl. B, to consider 
its legal effect and then to call for an 
acknowledgment that there had been 
compliance with it . . . I doubt 
whether they are under any greater 
duty to their correspondents than to 
satisfy themselves that the correct 
documents are presented to them, 
and that the bills of lading bear n0 
indorsement or clausing by the ship- 
owners or shippers which could reé 
sonably mean that there was, 
might be, some defect in the goods 
or their packing”’. 
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CONTROVERSIAL ISSUES IN 
GOVERNMENTAL ACCOUNTING 
IN AUSTRALIA 


By SIR ALEXANDER FITZGERALD, 0.B.E., F.A.S.A. 


Purposes of Governmental 
Accounting 

CCOUNTING for most entities 

serves diverse purposes. This 
is particularly true of enterprise ac- 
counting, because the accounting sys- 
tem for such an entity must inform 
owners, Managers, government agen- 
cies and other interested parties, and 
the form and content of an account- 
ing statement which is satisfactory 
for one of these groups is not neces- 
sarily satisfactory for another group. 
Indeed, even the conceptual basis of 
accounting which is appropriate for 
one purpose may be quite inappro- 
priate for another. For example, 
accounting statements relating to 
past transactions and based on the 
historical-cost concept may be useful 
for owners of businesses, but much 
less useful, and even irrelevant and 
misleading, for managers of busi- 
nesses. Consequently, it is unwise to 
regard any accounting statement re- 
lating to an enterprise as an “all 
purpose” statement. 


At first sight, it might be thought 
that governmental accounting does 
not encounter this difficulty of com- 
plexity of purpose. In the days 
when governments did not carry on 
business enterprises this was prob- 
ably true. It is certainly not true 
in Australia today because of the 
frequency with which, and the ex- 
tent to which, business enterprises 
are carried on by governments, di- 
rectly or indirectly. In such circum- 
stances, over a large sector of gov- 
ernmental accounts, at least two dis- 
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tinct groups of purposes of account- 
ing are discernible. These two 
groups of purposes are the purpose 
of “accountability” and the purpose 
of management control. 


The purposes of accountability 
statements, or reports of steward- 
ship, are— 


(i) to show compliance 
legal requirements; 


with 


(ii) to show receipts and disburse- 
ments of money in relation to 
budgets and appropriations; 


(iii) to permit determination of the 
proper custody of moneys and 
other assets; and 


(iv) to permit independent audit of 
all records and of all funds, 
securities and other property. 


The purposes of management-ac- 
counting statements are— 


(a) to provide management at all 
levels with information for plan- 
ning and direction, including 
cost measurement and analysis; 
and 


to incorporate effective proce- 
dures for internal audit and 
control of operation and pro- 
grammes. 


Developments since World War II 
in methods of study of national- 
income flows as a basis for economic 
planning, and fiscal policy in rela- 
tion to such planning, have concen- 
trated the attention of economists 
and of some accountants on a third 
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group of purposes, which has come 
to be known as “social accounting”. 
It may be questioned whether the 
title accounting is properly applied 
to this kind of statistical examina- 
tion of aggregates. However, much 
of the data used in social accounting 
can best be obtained from accounting 
statements, and it is therefore de- 
sirable that, as far as possible, ac- 
counting statements prepared pri- 
marily for other purposes should 
facilitate the extraction of such data. 


A somewhat different view of 
social accounting from that expressed 
in the preceding paragraph is taken 
in a publication by the Department 
of Economic Affairs, United Nations, 
entitled Budgetary Structure and 
Classification of Government Ac- 
counts. In this publication social 
accounting is included in the man- 
agement-accounting group of pur- 
poses—economic planning being 
treated as an important (perhaps 
the most important) aspect of gov- 
— management at the highest 
level. 


Some of the more important re- 
spects in which governmental ac- 
counting may differ according to the 
three sets of purposes are— 


(i) for accountability and social- 
accounting purposes the cash 
basis of accounting, or a par- 
tial accrual basis, is probably 
reasonably adequate; for man- 
agement-accounting the full ac- 
crual basis must .be used in 
connection with statements re- 
flecting results of past opera- 
tions; 

(ii) for accountability purposes ex- 
penditure and revenue should 
be classified in terms of minis- 
terial and departmental respon- 
sibilities; for management ac- 
counting in terms of sectional 
management responsibilites 
and controllability; and for 
social accounting so as to per- 
mit the dove-tailing of govern- 
mental accounts with accounts 


relating to other sectors of the 
economy to produce aggregates 
of income, savings and invest- 
ment ; 


for accountability purposes 
budgets and budgetary com- 
parisons are usually prepared 
as statements of cash appro- 
priations; whilst, for manage- 
ment accounting purposes they 
are best arranged as activity 
plans (performance budgets), 
with master budgets showing 
expected financial results of ac- 
tivity and expected financial 
structures; 


for accountability purposes 
emphasis is on projected cash 
expenditure and on ways and 
means of providing cash funds 
required; for management ac- 
counting emphasis is on con- 
trollable costs per unit of ac- 
tivity and on profitability; and 


(v) accountability in governmental 
accounting usually involves ex- 
tensive use of the fund system 
of accounting, expenditure and 
revenue being segregated into 
such funds as loan, revenue, 
trust, highways, forestry, busi- 
ness undertakings, and so on, 
on the basis of legal require- 
ments; for social accounting 
purposes such sub-division of 
total revenue and total expen- 
diture cuts across the necessary 
classifications and _ hinders 
rather than helps in the aggre- 
gation of the significant totals; 
for management accounting the 
fund system has limited appli- 
cation. 


Cash or Accrual Basis? 


There may be some doubt whether 
the cash basis of accounting is, in 
fact, preferable to the accrual basis 
for accountability and social account- 
ing purposes. One argument i 
favour of the use of the cash basis 
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for these purposes is the comparative 
promptness with which reports can 
be prepared. Another is that ac- 
countability is primarily concerned 
with receipts and disbursements of 
money rather than with revenue re- 
ceivable or earned and expenditure 
payable or consumed. On the other 
hand, cash statements can be dis- 
torted by deliberate or fortuitous 
variations in times of receipt and 
payment of moneys, by inter-fund 
transfers, and by accumulations or 
running down of stocks. To what 
extent do such distortions result in 
inadequate or misleading informa- 
tion for (a) accountability and (b) 
social accounting? 

It is clear from even this cursory 
examination of the purposes of ac- 
counting that there are conflicts be- 
tween the purposes of accounting 
and between the kinds of accounting 
statements which are appropriate for 
different purposes. Whatever may 
be thought of the usefulness of cash 
statements for the ordinary non- 
revenue-earning departments of gov- 
ernments, they are surely inadequate 
for revenue-earning activities. Even 
as reports of stewardship they are 
defective because a satisfactory re- 
port of stewardship of the cash funds 
and other assets of a business under- 
taking necessarily includes a measure 
of the extent to which the undertak- 
ing has succeeded in recovering its 
costs of operation and an indication 
of the safety, combined with financ- 
Ing economy, of its financial struc- 
ture. Costs of operation are by no 
means synonymous with cash out- 
goings; financial structure is much 
more than a cash fund. 


To Integrate or Not to Integrate? 


Accrual accounting is not merely 
an extension of cash accounting in 
order to bring into the accounting 
statements accrued liabilities and ac- 
crued receivables. In its full sense 
it requires not merely recognition of 
revenue receivable and cost incurred, 
but also—and even more import- 
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antly—revenue earned and cost con- 
sumed in earning revenue. Depre- 
ciation accounting, and other appor- 
tionments of cost between accounting 
periods, and sometimes similar ap- 
portionments of revenue are essential 
features of accrual accounting, in 
which the central purpose is to match 
costs and revenue. These appor- 
tionments have no place in cash ac- 
counting, in which allocations of re- 
ceipts and payments to accounting 
periods are self evident, nor in par- 
tial accrual accounting, in which allo- 
cations of receivables and payables 
to accounting periods are likewise 
self evident. Thus, in the accounts 
of a central government, a difficult 
problem is posed. To the extent at 
least to which the central govern- 
ment is engaged in business under- 
takings, statements on an accrual 
basis are essential for management 
purposes and for some accountability 
purposes; statements on a cash or 
a partial accrual basis may be needed 
or may be more appropriate for pur- 
poses of departmental and parlia- 
mentary responsibility. The prob- 
lem is whether— 


(a) two separate sets of accounting 
statements should be prepared 
in relation to the same business 
activity; or 


(b) the net result of an accounting 
statement prepared on the ac- 
crual basis can be incorporated 
into a cash statement. 


In Australia both attempts at the 
solution of the problem are used. 
In some States, the net profit or loss 
of a business undertaking, deter- 
mined on the accrual basis, is taken 
up into the cash statement of re- 
ceipts and payments on Consoli- 
dated Revenue account. In other 
instances gross cash receipts and 
payments of an undertaking are 
taken into the Consolidated Revenue 
account, and the accrual accounts 
of the undertaking are presented as 
separate statements unrelated to the 
figures appearing in the Consoli- 
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dated Revenue Cash Statement. In the 
latter case, cash receipts and pay- 
ments of the undertaking on capital 
account may appear either in Consoli- 
dated Revenue or in Loan Fund 
statements, according to the source 
from which the funds were derived; 
whilst the separate balance sheet 
of the undertaking shows capital 
transactions on an accrual basis. 


The main objection to the method 
of two separate sets of statements 
relating to the same undertaking is 
the confusion which this causes in 
the mind of that large part of the 
community who only dimly under- 
stand, if indeed they realise it at 
all, that a cash statement is one 
thing and an accrual statement is 
quite a different matter. This ob- 
jection is not completely met by the 
common practice of including with 
the separate accounts a reconcilia- 
tion with the figures in the cash 
statement. Readers of the cash 
statement—which is usually pub- 
lished long before the separate 
statements—may not even know of 
the existence of the separate state- 
ments; and, even if they do, few of 
them without expert accounting 
knowledge can understand the ne- 
cessarily technical reconciliation. 


The main objection to the method 
of incorporation of the net result 
of an accrual statement in the cash 
statement (apart from the fact that 
the cash statement thus becomes a 
mixture of cash and accrual figures) 
is that it would delay the presenta- 
tion of the cash statement, which is 
required early in each financial year. 
Another objection, from the stand- 
point of parliamentary responsibility, 
is that net figures showing only the 
difference between gross revenue and 
gross expenditure may diminish the 
extent of parliamentary control over 
expenditure. This is probably not 
an important objection, since details 
of gross revenue and expenditure 
would appear in the separate state- 
ment, which could be presented as 
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a document subsidiary to the cash 
statement. 


In some instances, e.g. in Tas- 
mania, the net results of business 
undertakings for one year, measured 
on the accrual basis, are _ incor- 
porated in the cash statement for 
the succeeding year, thus overcom- 
ing the risk of delay in presentation 
of the cash statement, but producing 
the new difficulty that the cash state- 
ment thus becomes a mixture of cash 
transactions for one year and accrual 
figures for a different year. 


Generally speaking, the tendency 
in modern accounting is towards in- 
tegration through the use of control 
accounts instead of repetitive ace- 
counting through alternative classi- 
fications of data relating to the same 
activity for the same period. This 
growing practice (evidenced particu- 
larly in the trend towards integra- 
tion of cost accounts with “financial” 
accounts) supports the belief that 
separate statements of financial re 
sults of public-enterprise undertak- 
ings, prepared on an accrual basis, 
which are not directly related to, and 
controlled by, the main cash state 
ments of a government are defective 
accounting. This presumption of the 
desirability of integration, however, 
still leaves unresolved the problem 
of how integration may be effected 
without diminishing the usefulness 
of government accounting from the 
standpoint of either accountability 
or management purposes. 


The Fund System 


Another unsolved problem in gov- 
ernmental accounting concerns the 
use of the fund system. For social- 
accounting purposes, consolidation 
of all fund accounts is essential, 80 
as to show total government revenue 
and expenditure classified in the ap 
propriate ways. This consolidation 
is extremely difficult, and in fact can 
be attempted only by someone wh0 
has direct access to much more de 
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tailed information relating to trans- 
actions on various fund accounts 
(such as trust accounts) than is 
usually given in published state- 
ments. Moreover among the fund 
accounts there are many items which 
should be eliminated or cancelled out 
on consolidation. From the pub- 
lished accounts it is impossible to 
isolate these eliminations. 


As an illustration of the contro- 
versial issues which arise out of the 
use of the fund system, for purposes 
other than social accounting, the dis- 
tinction between Revenue Fund and 
Loan Fund is cited. This, it should 
be emphasised, is by way of illus- 
tration only. Equally important is- 
sues arise out of the use of the fund 
system generally and not only in re- 
lation to these two particular funds. 
The distinction between Revenue 
Fund and Loan Fund is so general 
in Australian governmental account- 
ing that it is generally regarded as 
inherent and as a peculiar feature of 
governmental accounting which dis- 
tinguishes that accounting from other 
kinds of accounting, such as that for 
private enterprises. A company does 
not normally find it necessary, or 
even useful, to maintain two sepa- 
rate sets of records for revenue 
transactions and capital transactions 
respectively. The monies which it 
raises, whether from capital contri- 
butions, long-term loans, or short- 
term liabilities are usually treated 
in the accounts as going into a single 
pool of monetary resources from 
which both capital (“fixed” or non- 
current) assets and current assets 
are required. The distinction be- 
tween capital expenditure and rev- 
ehue expenditure is effected through 
the normal process of preparing a 
profit and loss statement and a bal- 
ance sheet, and the flow of resources 
from capital fund to working capital 
und is shown by a Sources and 
Disposition of Funds Statement. It 
is not even found necessary in most 
cases to maintain separate bank ac- 
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counts for these two funds. Is this 
a feature of private-enterprise ac- 
counting which marks it off as an 
essentially different kind of account- 
ing from public-enterprise account- 
ing? 


The answer to the question raised 
in the preceding paragraph is that 
governmental accounting does not 
always preserve the distinction be- 
tween Loan Fund and Revenue 
Fund. In fact, the distinction might 
almost be regarded as a peculiarly 
Australian practice. When it is fol- 
lowed, as it is in each of the Aus- 
tralian States and in the Common- 
wealth accounts, what is the basis 
of the division? Purely a source of 
funds basis. Monies raised by loans 
go into Loan Fund. Monies raised 
in other ways, such as taxes and 
charges for services, go into Revenue 
Fund. Expenditure out of loan 
monies is loan expenditure. Expen- 
diture out of revenue monies is rev- 
enue expenditure, regardless of the 
nature of the expenditure (whether 
it is intended to be revenue earning 
or not) or of the degree of perma- 
nence of the assets and services on 
which the money is spent. Is this 
a really useful basis of classifica- 
tion? Perhaps it is, but only for 
purposes of parliamentary control, 
and then only to a limited extent. For 
social accounting or for management 
accounting it does not seem to serve 
any worthwhile end. For those ac- 
counting purposes, a distinction be- 
tween current transactions and capi- 
tal transactions would be useful, but 
this distinction could be preserved 
without dividing either receipts and 
payments or receivables and pay- 
ables into funds. 


Probably the assumption in the 
minds of most people who have any 
acquaintance with accounting or 
business practice is that a division 
of receipts and payments into rev- 
enue account and loan account is at 
least roughly comparable to a dis- 
tinction between revenue (or cur- 
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rent) transactions and capital trans- 
actions or between short-term and 
long-term funds and disbursements 
thereout. If a distinction were to 
be drawn between current and capi- 
tal transactions instead of between 
loan fund and revenue funds, either 
of two criteria might be used— 


(a) the criterion of whether or not 
the funds were invested in 
revenue-earning assets; or 


(b) the criterion of life expectancy 
of the assets acquired. 


Neither of these tests is consis- 
tently applied in Australia in dis- 
tinguishing between loan-fund trans- 
actions and _ revenue-fund trans- 
actions. Nowadays in the Comm)72- 
wealth accounts the transactions 
which pass through Loan Fund are 
confined to loan monies raised for 
or on behalf of the States. Ex- 
penditure on revenue-earning assets 
or on new works with long-life ex- 
pectancy is met from revenue and 
is shown (usually in separate cate- 
gories) in Consolidated Revenue 
statements. In the States the ac- 
counting distinction between current 
and capital transactions relating to 
business undertakings is made in the 
separate accounts of the undertak- 
ings; and, in the cash statements, 
capital expenditure is usually met 
from loan funds. But in relation 
to long-life assets of non-revenue- 
earning departments there is no con- 
sistently applied rule. Expenditure 
on such assets may be met from 
either loans or revenue, according to 
the availability of revenue monies, 
the ease or difficulty with which loan 
monies may be raised, or the whim 
of the Treasurer for the time being. 
The cost of such long-lived assets 
is quite important, and expenditure 
upon them varies greatly in amount 
from year to year. For example, 
total expenditure by ordinary de- 
partments on such long-life assets 
as motor’ vehicles, road-making 
plant, public buildings, accounting 
machines, typewriters, statistical 
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equipment, filing equipment and 
many others is considerable and 
tends to fall haphazardly into ae. 
counting periods, with distorting 
effects on annual statements of rey- 
enue surpluses or deficits. The ques- 
tion is whether these distortions are 
so serious as to justify their avoid- 
ance at the cost of abandoning a 
pure cash basis of accounting; even 
for non-revenue earning  depart- 
ments; if so, what form should the 
modification of the cash basis take, 
and how should the using up of the 
assets be accounted for (depreciation 
accounting) ? 


Depreciation Accounting and Sinking 
Funds for Debt Redemption 


The question already raised con- 
cerning the use of the fund system, 
leads naturally to the wider problem 
of depreciation accounting in gov- 
ernmental financial statements. This 
problem is intimately interwoven in 
practice with the problem of ac 
counting for debt redemption. There 
are reasons for this connection and 
for the prevalent confusion between 
two essentially different processes— 
accounting for apportionment among 
accounting periods of an expenditure 
whose usefulness is not exhausted 
within one accounting period, and 
the accumulation of cash resources 
for the purpose of redeeming debt. 
One of these processes is a series of 
accounting entries based on estl- 
mates and involving no cash trans- 
actions; the other is a factual cash 
transaction. Confusion between the 
two arises from two reasons— 


(i) the belief that repayment of 
monies borrowed for the pur 
pose of acquisition of assets is 
a satisfactory alternative t 
amortisation of the cost of the 
assets; and 


the fact that depreciation a 
counting has no place in a cas 
statement (unless cash transfers 
are made to another fund for 
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the specific purpose of accumu- 
lating liquid resources to replace 
either the original cost of the 
depreciable asset or the assets 
themselves—in which case, of 
course, much the same effect is 
produced as if sinking-fund con- 
tributions were accumulated to 
repay the debt originally in- 
curred). 


Several questions arise out of this 
connection, or supposed connection, 
between depreciation accounting and 
debt redemption. In all the Aus- 
tralian Governments annual contri- 
butions to sinking funds for debt 
redemption are required by law. 
Should these sinking-fund contribu- 
tions be treated as equivalent to de- 
preciation provisions, should annual 
depreciation provisions be made in 
addition to sinking-fund provisions, 
or should one or the other (which- 
ever is less) be treated as part of 
the other? 


A satisfactory answer to these 


questions can be approached only 
by considering revenue-earning as- 
sets and non-revenue-earning assets 


separately. Dealing first with rev- 
eue-earning assets, the usual as- 
sumption is that a public-enterprise 
should provide facilities or services 
at cost. Depreciation is a cost which 
has been paid in advance when the 
asset used in providing services was 
acquired. Depreciation accounting 
is a means of allocating this cost 
to acounting periods in which the 
services are sold. Clearly then, de- 
preciation should be charged in the 
profit and loss account of the enter- 
prise. If the profit and loss account 
is not integrated with the cash 
statements of the central govern- 
ment, it may well happen that the 
charge made in the separate profit 
and loss account is not reflected in 
aly way in the cash statement. Debt 
redemption is not a cost; it is simply 
atransfer to creditors, or to a fund 
accumulated for payment to credi- 
tors, from surplus cash resources of 
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the enterprise, or from the revenue 
fund of the central government. A 
surplus of liquid funds in a business 
enterprise can result only from the 
retention of profits or from the ces- 
sation or restriction of activities. 
Either of these happenings is incon- 
sistent with the principle of service 
at cost or the assumption of con- 
tinuity of the enterprise. On the 
other hand, contributions to sinking 
fund for debt redemption are cash 
transactions which automatically 
must find their way into the cash 
statements of the central govern- 
ment. 


The possibilities of inconsistent 
accounting for depreciation and for 
sinking-fund contributions are ob- 
vious from this analysis. Incon- 
sistency may appear as between cash 
statements and accrual statements; 
as between the treatment in relation 
to one undertaking and another even 
in the same State; as between one 
government and another; and as 
between one year and another. The 
bewildering variety of treatment in 
Australian public accounts was de- 
scribed in some detail in my paper 
on Accounting and the Public Ac- 
counts to the 1954 Convention of the 
Australian Society of Accountants 
in Adelaide and need not be repeated 
here. Anyone who has to use the 
public accounts must have been 
troubled by the absence of any de- 
gree of uniformity of accounting 
practice in this respect, and must 
be convinced of the desirability of 
setting standards which should be 
uniformly observed. A_ question 
which might well be considered is 
what those standards should be. 


So far as non-revenue-earning as- 
sets are concerned, common practice 
in Australia is, in effect, replace- 
ment accounting (as a substitute for 
depreciation accounting) allied to 
sinking-fund contributions for debt 
redemption, as required by law. The 
problem is much less serious in this 
case than in the case of revenue- 
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earning assets, for the reasons that: 


(a) there are no separate accrual 
statements for departments 
which use these assets and so 
no possible conflicts between 
cash statements and accrual 
statements; 


though expenditure on such as- 
sets is substantial, it is much 
less than on revenue-earning 
assets; and 


replacement accounting (the 
charging to each year’s accounts 
of the actual amount spent on 
replacement or on new assets in 
lieu of the charging of depre- 
ciation for the year on existing 
assets) produces much less dis- 
tortion than it would in the case 
of revenue-earning assets; in 
fact, it might be argued that 
expenditure year by year on 
non-revenue-earning assets tends 
more or less to level itself out. 


Nevertheless, there is something 
to be said for avoidance of the possi- 
bilities of distortion through replace- 
ment accounting which do exist. One 
way in which this might be done 
is to maintain an expenditure on 
non-revenue-earning assets equalisa- 
tion account, to which annual contri- 
butions would be made from revenue, 
and from which purchases of such 
assets from time to time would be 
financed. If that were done, it 
would amount to a form (probably 
a satisfactory form in the circum- 
stances) of depreciation accounting. 
One question which would remain 
would be the relationship between 
the equalisation account and the nor- 
mal sinking-fund _ contributions. 
Should the sinking-fund contribu- 
tions be made from the equalisation 
account, or should they still be borne 
by revenue fund, which would thus 
bear charges both for debt redemp- 
tion and for asset replacement? 
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Conclusion and Recapitulation 


In this paper I have tried to pre 
sent, in the form of questions to be 
answered rather than as dogmatic 
expressions of my own views, some 
of the more important probiems in 
governmental accounting in Aus- 
tralia. The questions raised in this 
paper all relate to the published 
financial statements of governments; 
they do not get down to the account- 
ing records and to the organisation 
of accounting processes; they do not 
pretend to cover anything but a 
small area of controversy; but they 
are all questions of vital, practical 
importance to the readers and users 
of governmental financial statements, 


To recapitulate, the questions 
which I have discussed, without at- 
tempting to provide definite answers 
to any of them, are— 


(a) to what extent are the three 
purposes of accountability, man- 
agement accounting and social 
accounting compatible? 


is the cash basis of accounting 
entirely satisfactory for ac 
countability and social account- 
ing? 

what should be the relationship 
between the accrual statements 
of a public-business undertaking 
and the cash statements of the 
central government? 


is the fund system of accounting 
necessary and useful; in pat- 
ticular, does the distinction be 


tween loan-fund transactions 
and revenue-fund transactions 
make any useful contribution to 
any of the purposes of goverl- 
mental accounting? 


would a distinction between cur- 
rent transactions and capl 
transactions, effected without 
the use of the fund system, be 
preferable to the distinction 
between loan fund and revenue 
fund? 
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(f) what is the appropriate test for 
distinguishing between current 
and capital expenditure—tlife 
expectancy or revenue-earning 
intention ? 
does replacement accounting for 
non-revenue-earning assets in- 
volve an undesirable degree of 
distortion of cash results from 
year to year? 


what is the best method of ac- 
counting for (a) depreciation 
and (b) debt redemption in (i) 
accrual statements of public 
enterprises and (ii) cash state- 
ments of central governments? 


(i) is replacement accounting rea- 
sonably satisfactory for non- 
revenue-earning assets; if not, 
would an expenditure on non- 
revenue-earning assets equalisa- 
tion account be more satisfac- 
tory; if such an equalisation 
account were used, how should 
debt redemption be dealt with? 


generally, what should and can 
be done to promote uniformity 
of accounting practices in rela- 
tion to the foregoing matters in 
the published financial state- 
ments of Australian govern- 
ments ? 
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Accounting for Farm Management 
By R. E. GALLAGHER, B.EC., DIP.ED., A.A.S.A. (PROV.) 


N the present development of ac- 

counting, emphasis is being laid 
on its function as an aid to manage- 
ment in policy making and in control. 
The underlying assumption in prac- 
tically all literature on management 
accounting is that it applies to sec- 
ondary industry and has become ne- 
cessary because of the divorce of 
ownership from control brought about 
by the development of the limited 
liability company. 

Many accountants do not seem to 
be aware that farm management has 
developed along with business man- 
agement, and for similarly basic 
reasons. Farming, while still re- 
maining a way of life to most far- 
mers, is becoming more and more 
recognised as a business in which 
farm management is of equal im- 
portance with farming knowledge 
and skill. 

In our modern world, and especi- 
ally in the developing buyers’ mar- 
ket, good management is necessary 
mm any type or size of business 
whether primary or _ secondary. 
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Moreover, the flow of capital from 
the city to the country (influenced 
by taxation concessions) will inten- 
sify the desire for better manage- 
ment on farms. 

But good management is necessary 
also from a national as well as from 
an individual’s viewpoint. Primary 
industry has been, and in the fore- 
seeable future will remain, the source 
for the major part of the funds ne- 
cessary for the development of Aus- 
tralia. 

Population will continue to rise so 
that our demand for imports of capi- 
tal equipment and consumer goods 
must also continue to rise. In spite 
of our growing rate of industriali- 
sation we cannot completely supply 
ourselves with machinery, motor 
cars, petroleum products, textiles, 
chemicals, etc. To obtain these 
things in the quantities required it 
is necessary to earn overseas funds. 
On the average, 80% of these funds 
is earned by our primary products. 

We, in the cities, who tend to re- 
gard ourselves as dependent on the 
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farmer only as a source of food, are 
really dependent on him indirectly 
for our jobs as accountants, clerks, 
shop assistants, factory workers or 
whatever we might be. Secondary 
and tertiary industry can prosper, 
and we can maintain our standard 
of living in Australia, only if the 
primary producers can make avail- 
able for us the basic necessities and 
provide an export surplus for sale 
to meet the cost of our imports. 


Accountants as citizens are there- 
fore directly interested in the pros- 
perity and efficiency of the farmer, 
and as members of their profession 
they can foster the use of accounting 
as a farm management technique. 
The accountant practising in country 
areas can be of immediate benefit to 
the farmer and therefore to the 
country. 

There are, I think, two matters 
which call for consideration by ac- 
countants in rural areas and which 
can be put into effect without any 
necessity for formal study of farm 
management. 


Firstly, in preparing farmers’ ac- 
counts, accountants are concerned 
mainly with the preparation of a 
summary of receipts and payments 
or an income and expenditure ac- 
count prepared mainly as a prerequi- 
site to filling out farmers’ income tax 


returns. The important figure ap- 
pears to be taxable income with de- 
preciation allowed at 20% and cer- 
tain items of capital expenditure in- 
cluded where these are allowable. 


Seldom is any attempt made to 
prepare a correct profit and loss ac- 
count in the sense that a farmer can 
realise from it just what his pro- 
perty is actually earning. The usual 
reason given for not doing so is that 
the farmer generally doesn’t want 
anything done along these lines, as 
he is mainly interested to know what 
his taxable income is and therefore 
how much tax and provisional tax he 
will have to pay. Presumably then, 
on this reasoning, if we were blessed 
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with no income tax, rural areas would 
be devoid of accountants! 

The accountant should therefore 
be the one to make the move—he 
must sell the farmer the idea that 
the correct net profit is an important 
figure, that it is the figure which tells 
him most about his business and 
which will help to determine such 
important business problems as 
whether to buy more land, more 
machinery, to install irrigation or 
to seek an advance from the bank. 
Maybe an extension of the balance 
sheet to a simple statement of source 
and application of funds would be 
helpful to a progressive farmer. 

The second point is the desirability 
for and value to be gained by the 
preparation of farm budgets, physi- 
cal, financial and cash budgets. Ob- 
viously, the accountant cannot pre 
pare these without the aid of the 
farmer, and most farmers just as 
obviously cannot hope to arrive at 
these important budgets without the 
aid of the accountant. 

In secondary industry the budget 
is now regarded as an essential part 
of finance control and planning. 
However, in agriculture the budget 
is either unknown or insufficiently 
regarded as a management aid. 

This paper has endeavoured to in- 
dicate the vital role of the accountant 
in his service to his farmer clients. 
If he is properly charged with the 
potentialities of his opportunity to 
help the farmer to better accounting, 
he can make a valuable contribution 
to Australia’s welfare. The able ac 
countant, by his advice and interest, 
can bring the tools of management 
to his farmer clients. This will re 
sult in farms being managed more 
efficiently with the farmers realising 
higher incomes because of lower unit 
costs and better use of their re 
sources. 

The overall result cannot fail to 
be beneficial nationally, but it will 
begin with the individual accountant 
introducing the farmer to more éfi- 
cient management accounting. 


The Australian Accountant, May, 1958. 





— a 


— —_— «+S mos = 


ao . 


— cn 


CURRENT PROBLEMS DISCUSSED 
IN OVERSEAS JOURNALS 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


Accounting Organisation 

“The Counterpart Accounting Or- 
ganisation—An Adventure in Service 
to Management”, by J. P. Blair, 
N.A.A. Bulletin, November, describes 
an unusual way of organising an 
accounting department. Each operat- 
ing department has for its counter- 
part in the accounting organisation 
a small team whose job it is to be- 
come familiar with the operations 
and problems of the department, 
learn to “speak its language”, and 
interpret and analyse the account- 
ing information from that depart- 
ment. Machine accounting and rou- 
tine clerical operations are pooled 
in a central data processing section. 


In the same issue, R. N. Masimore 


urges his readers to make a start 
on forward planning for accounting 
staff by adopting appropriate re- 
cruitment, training and promotion 
policies. 


Auditing 

The December issue of The 
Journal of Accountancy contains an 
article by Robert W. Johnson on 
“The Use and Significance of Ran- 
dom Samples in Audit Tests”, in 
which the nature of a random 
sample, the way in which it is drawn 
and some of its valid and practical 
variations are briefly discussed. 
The article includes a table of ran- 
dom numbers. 


In The New York Certified Public 
Accountant, November, Donald J. 
Bevis contributes an article on the 
“Verification of the Existence of 

He uses the term “verifi- 
cation” not in the sense of “proving 
something to be true” but in the 
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auditor’s accepted sense of estab- 
lishing the general fairness of the 
matter under investigation by rely- 
ing upon a system of carefully de- 
vised testing. He specifies assets 
which, because they are readily ac- 
cessible and mobile, have relatively 
high value and are easily negotiable 
or saleable, require greater auditing 
attention, and discusses the audit 
techniques appropriate to their veri- 
fication. 


Budgeting and Cost Control 


In ‘Pre-control for Profit”, N.A.A. 
Bulletin, November, R. K. Portman 
describes a system for reporting 
variations from budget before they 
happen. Early in each quarter, a 
profit estimate for the quarter is 
prepared, showing significant varia- 
tions from budget in costs or sales, 
and their probable effect on the bud- 
get profit. 


In the same issue, R. L. Smith 
analyses the considerations govern- 
ing investment decisions, under the 
heading “Capital Expenditures — 
Control Today for Profit Tomorrow”. 
Rate-of-return is recommended as 
the basis of appraisal to be used 
wherever possible. 


The same issue also contains the 
following six case studies illustrating 
various aspects of budgeting, cost 
reduction and control:—‘“Cost Con- 
trol Budgeting Which Extends to 
Daily Reporting’, by J. E. Me- 
Donald and C. A. Johnson; “Struc- 
ture and Services of the Cash Bud- 
get”, by G. E. Edwards; “How We 
Follow Up the Capital Expenditures 
We Have Made”, by R. W. Griffin; 
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“Cost Reduction Aimed at Prime 
Costs”, by C. A. Lakefield; “Control 
of Construction Cost Let Under Con- 
tract”, by J. W. Brandt; and “A 
Method of Controlling Company 
Construction Costs”, by J. S. King. 


Robert R. Renner in The Con- 
troller, November, writes on “Intro- 
ducing an Organisation to Budgetary 
Control”. His article deals with the 
problem of creating a climate fav- 
ourable to the acceptance of budget 
practices by people at all levels of 
management, and with the steps in 
starting a budget control programme 
once the idea has been accepted. He 
lists some practical “‘do’s and don’t’s” 
and sets out in order the steps to 
be followed in instituting the pro- 
gramme. 


The Accountant, 7 December, con- 
tains an article by A. H. Taylor, en- 
titled “Auditing the Sales Forecast”, 
which suggests an important activity 
of the accountant of a business 
should be to provide guidance and 
assistance in the matter of prepara- 
tion of sales forecasts, by following 
a procedure of thoroughly auditing 
the information contained therein, 
and examining the bases on which 
it has been compiled. 


Consequential Loss 

The way in which a consequential 
loss (or, as it is sometimes called, 
loss of profits) insurance policy is 
drawn up, with concise definitions 
of the various terms involved, is 
given by Brian Kelly, “Consequential 
Loss Insurance and the Accountant”, 
in The South African Accountant, 
December. The principles of a ne- 
cessarily complicated, but most im- 
portant, type of insurance are clearly 
set out. 


Costing 

“Why Not Capacity Costing?” asks 
R. K. Jones in the N.A.A. Bulletin, 
November. Under this method, the 
product is charged with all variable 
costs plus a share of fixed expenses 
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which bears the same ratio to total 
fixed expenses as utilised capacity 
bears to attainable capacity. The 
remainder of the fixed expenses of 
the period is written off direct to 
profit and loss account as “unused 
capacity cost”. 

E. E. Rennhack, in the December 
issue of The Controller, writes on 
“Cost Relationships — A Package 
Theory”. He defines a cost package 
as the unit in which goods and ser- 
vices are purchased and then pro- 
ceeds to illustrate and develop the 
proposition that “it is the size of 
the cost package, in relation to time, 
people, and the product or services 
in which it is used that determines 
its characteristics as variable or 
fixed, controllable or non-controllable 
and direct or indirect’. 

C. E. Power, “The Cost of 
Variety”, The Cost Accountant, De- 
cember, considers the economies in 
costs which may arise through a 
concentration of activity on a small 
range of standardised products 
rather than on a large variety of 
products, and the information re- 
garding costs which the accountant 
may contribute to discussions on the 
advisability of simplifying the range 
of products. The direct or marginal 
costing approach may be the most 
suitable for this purpose. 


Mathematics 

In an interesting article entitled 
“Visual Multiplication”, The Ac 
countant, 28 December, Fred T. 
Neely presents a rule for instant 
multiplication, mentally, of two digit 
numbers, and passes comment on the 
wonders of the Arabic system of 
notation. 


Operations Research 

In The Internal Auditor, Decem- 
ber, Bart C. Kelleher discusses ways 
in which the internal auditor can 
assist management in developing its 
use of operations research. He points 
out the lack of communication be 
tween the executive who is actually 
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confronted with the operating prob- 
Jem, and the scientist, who is versed 
in the mathematical techniques of 
operations research. He feels that 
the accountant, who can visualise the 
problems management is facing and 
at the same time understand the con- 
cept of operations research, could act 
as an intermediary. He briefly 
traces the history of operations re- 
search, describes its nature and the 
techniques involved, and gives some 
interesting examples of its practical 
application. 


Michael Schiff, in The New York 
Certified Public Accountant, Decem- 
ber, discusses the possible applica- 
tions of operations research tech- 
niques to accounting problems, with 
particular reference to inventories. 
While it is quite apparent that the 
professional accountant could hardly 
extend his professional knowledge 
into the highly complex field of 
operations research, he suggests 


that such an expert could be em- 
ployed as a consultant in much the 


same way as a legal expert is em- 
ployed where necessary at present. 


Price Level Changes 


In The Accountants’ Journal 
(N.Z.), December, W. S. Gilkison 
discusses the problem of accounting 
for price changes in “The Historical 
Complex in Accounting”. He cites 
instances of increases in price of 
particular commodities, in some 
cases followed by falls in recent 
years; he raises the difficulty of de- 
termining cost of sales and suggests 
replenishment cost as a substitute 
for historical cost in arriving at the 
cost of goods sold. 


In The Accountant, 14 December, 
C. A. Whittington-Smith, “Depre- 
ciation — and the Integration of 
Views on Accounting for Inflation”, 
offers comments on Recommendation 
XV of the Council of the Institute 
of Chartered Accountants in Eng- 
land and Wales relating to deprecia- 
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tion to allow for changes in the value 
of money. He suggests a means of 
showing the resulting provisions or 
reserves in the balance sheet. 


The problem of accounting for 
price changes is also the subject of 
two articles in the December issue 
of The Controller. Both emphasise 
the depreciation aspect of the prob- 
lem. Frank Royce, in “The Cost of 
Staying in Business”, claims that 
the accelerated depreciation allow- 
ance for tax purposes in U.S.A. is 
inadequate to meet obsolescence and 
the cost of improved capacity. He 
examines a number of companies 
over an eleven-year period to show 
the extent to which actual replace- 
ment has exceeded depreciation al- 
lowed when both are expressed as 
a percentage of sales. Leonard 
Spacek—“Inflation in Business”— 
claims that over-stated profits have 
contributed to inflation by stimulat- 
ing demands for wage increases and 
by encouraging unwise expansion. 
He is strongly opposed to those who 
claim that adjustment for price level 
changes is the reader’s responsi- 
bility; and he presents tables giving 
an estimate of over-statement of in- 
come and asset values and the ex- 
cessive dividends and misleading 
stock exchange information that have 
resulted from the published reports 
of firms in a wide range of industry. 


Profit Planning 


Two articles in Cost and Manage- 
ment, December, discuss the profit 
improvement programme. F. R. 
Manuel, “Planning a Profit Improve- 
ment Programme”, shows how such 
a programme must be planned around 
the activities of the particular firm, 
and the people who will carry out 
the programme. G. R. Morden, “Im- 
plementing a Profit Improvement 
Programme”, describes an actual 
case where the outmoded methods 
and patterns of thought of the com- 
pany were changed and the profits 
doubled. 
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AUSTRALIAN FINANCE 
COMPANIES 


Sources of Funds, 1950/51 to 1955/56 


By W. L. BURKE and N. RUNCIE (Faculty of Commerce, N.S.W, 
University of Technology) 


HIS paper is an interim report 
on investigations into changes 
in the sources of funds of Australian 
finance companies in the post-war 
years. Earlier investigations” have 
covered comparatively short periods 
and have been undertaken in the con- 
text of general economic inquiries 
into the industry. In these investi- 
gations we aim to present a more 
detailed analysis than has previously 
been undertaken and to extend the 
period covered by previous inquiries. 
The preliminary results presented in 
this paper cover the six-year period 
1950/51 to 1955/56. 


The paper is divided into five sec- 
tions. In the first part, the methods 
used in compiling data on the sources 
of funds of finance companies are 
sketched; and problems to be exam- 
ined in further extensions of this 
work are noted. Secondly, there is 
an appraisal of the coverage of our 
sample of companies; the technique 
of comparing the growth of total 
hire purchase debt with the instal- 
ment debt of our sample is used. 
Thirdly, changes in the main sources 
of funds of our sample of companies 
are quantified; and a dissection of 
each main source is presented in 
part four. Finally, some conclusions 





(1) See: H. W. Arndt and P. S. Shrapnel, 
“Consumer Credit in Australia, 1945-51’, 
“The Economic Record’, May, 1953; P. S. 
Shrapnel and N. Runcie, ‘Hire Purchase 
in Australia’, Monograph No. 180, ‘“‘The 
Economic Society of Australia and New 
Zealand (N.S.W. Branch), July, 1955; D. C. 
Rowan and N. Runcie, “The Hire Purchase 
Problem in Australia’, “‘Banca Nazionale 
saa Lavoro Quarterly Review’, March, 

vl. 


230 


which emerge from these preliminary 
investigations are presented. 


Method of Inquiry 


The published balance sheets and 
financial statements of twenty-eight 
companies were analysed. Seventy- 
five companies were circularised and 
invited to supply data. A follow-up 
circular was also issued. Informa- 
tion was requested for the years 
1945/46 to 1955/56 inclusive. Thirty- 
three companies replied, but further 
information had to be obtained in 
many cases. Eventually we were 
able to obtain reasonably complete 
information for twenty-eight com- 
panies covering the period 1950/51 


‘to 1955/56, and that information 


forms the basis of this report. It 
was the smaller companies, usually 
operating in a suburb or group of 
suburbs, which did not respond to 
the inquiry’. The main business of 
all the finance companies included in 
the survey was the provision of hire 
purchase finance; but the consequent 
uniformity in the asset structure of 
these companies was associated with 
widely differing sources of funds. 


The principal sources of funds are 
identified below. Firstly, there is 
the item “shareholders’ funds”. This 
consists of ordinary and preference 
capital, share premium reserves, re- 
serves built up from accumulated 





(2) One reply from a suburban finance com- 
pany read: “In reply to your letter of 4th 
inst., we wish to state that the matter 
mentioned in your letter has been placed 
before the directors, who, at the present 
time, are not interested.” 
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profits and the balance of profit and 
joss appropriation account. It should 
exclude revaluation reserves; in- 
creases in these accounts are not a 
new source of funds. Where an 
asset is revalued on sale this could 
become a source of funds. However, 
this item is not usually important 
in finance companies as the assets 
of these companies are mainly of a 
current nature. Bonus issues affect- 
ing ordinary and preference capital 
should also be excluded. Neverthe- 
less, this element has not been de- 
ducted pending a more detailed in- 
vestigation of the terms of individual 
issues. Ordinary and preference 
capital are therefore overstated as 
sources of funds in the results shown 
in Table III and subsequent tables. 


“Bank Overdrafts” and “Public 
Borrowings” are listed as the second 
and third main sources of funds. 
Public borrowings are mainly in the 
form of short and long term deben- 
tures and loans on deposit (includ- 
ing unsecured notes), and more 
rarely, mortgages. The profitability 
of fnance companies is determined 
to a significant extent by their ability 
to raise funds from these two main 
sources. 


The remaining source of funds 


listed is “other liabilities”. In the 
actual balance sheets “unearned hir- 
ing charges” are usually shown as 
liabilities, but they have been ex- 
cluded as a source of funds in this 
survey. Unearned hiring charges 
might be better treated as a deduc- 
tion from instalment debtors. “Other 
liabilities” are potential sources of 
funds, and include, for example, 
trade debtors, internal tax and divi- 
dend provisions, agents’ deposits and 
advances from subsidiary companies. 
The latter arise mainly from insur- 
ance subsidiaries. However, there 
are several cases where non-operat- 
ing finance company subsidiaries in- 
vest their funds in the principal 
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company. Agents’ deposits arise 
from recourse business where the 
finance company retains portion of 
the sum due to the retailer or dealer 
as a compulsory guarantee against 
bad debts. By this means finance 
companies attempt to influence the 
quality of their debtor paper. “Sun- 
dry liabilities“ comprise items 
which could not be classified else- 
where; they consist mainly of large 
provisions for unexpired insurance 
risks arising in 1955 and 1956 out 
of the consolidation of one of the 
large finance company’s accounts. 


Two principal difficulties which 
arose in aggregation were :— 


1. A few of the companies included 
in our sample balanced their ac- 
counts at dates other than 30 
June. With one exception this did 
not influence the aggregate figure 
greatly. The exception consisted of 
a large company which- balanced on 
31 December. Thus the aggre- 
gated figures shown in Tables III 
to VIII represent the totals of ac- 
counts which balanced in different 
months during a calendar year. 


2. The consolidated accounts of 
some groups of companies were 
available for only part of the period. 
As soon as a group consolidated its 
accounts we used the consolidated 
figures. We did not, however, con- 
solidate the accounts of earlier years 
because dealings with subsidiary 
companies as disclosed in the earlier 
accounts were approximately 
matched by other items introduced 
into the consolidated accounts when 
inter-company dealings were elimi- 
nated; and because the differences 
involved were not, in our opinion, 
great. 


Growth of Hire Purchase 

Economic conditions in Australia 
in the post-war years have been 
favourable to the growth of hire 





(3) A situation arising from capital issues con- 
trol in earlier years. 
(4) As shown in column 7 of Table VIII. 





purchase. Full employment, popu- 
lation growth assisted by immigra- 
tion, rising living standards and the 
growing importance of durable 
goods in the consumer’s budget are 
some of the main factors responsible 
for increased buying on terms. In 
addition, the tightness of bank lend- 
ing has induced some producers in 
primary and secondary industry and 
some transport hauliers to acquire 
equipment through the medium of 
the hire purchase contract. The 
growth pattern is shown in Table I. 


Finance houses include mainly 
finance companies and _ banks, 
Over the post-war years, retailers 
carrying their own hire purchase 
paper have accounted for a declining 
share of the total amount outstand- 





(5) The Industrial Finance Department of the 
Commonwealth Bank provides hire pur- 
chase loans, and hire purchase financing 
was also undertaken directly by the E.S. 
and A. Bank prior to the formation of its 
wholly owned subsidiary, Esanda Ltd. 


ing. Bank advances amounted to 
£919m. in February, 1957, compared 
with £230m. in hire purchase debt, 
The largest finance companies are 
now considerably larger than the 
smallest of the private trading 
banks, 


In our survey of sources of funds 
we have aggregated information re- 
lating to the leading finance com- 
panies plus a number of smaller 
companies which responded to the 
postal inquiry. The instalment 


debtors of seventeen constant com- 
panies included in our sample over 
the six years and of the eleven new 
companies which began operations 
at various stages during the period 
are shown in Table II. 





(6) The largest finance companies operating in 
Australia are (a) Industrial Acceptance 
Corporation, (b) Australian Guarantee 
Corporation and (c) Custom Credit Cor- 
poration. The second and third listed 
companies are part owned by leading banks 
( Bank of N.S.W. and National Bank 
of Australasia respectively). 
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TABLE I 
Outstanding Debt on Hire Purchase (£m.) 





Year 
(as at 30th June) 


Finance Houses 


Retailers 





£m. | 


% of total 


£m. 


| % of total im. | 





1951 
1952 
1953 
1954 
1955 
1956 


69.7 
78.3 
88.5 
132.0 
181.3 
209.3 


75.3 
76.7 
78.5 
80.0 
81.0 
82.0 


22.9 
23.8 
24.2 
33.0 
42.5 
45.9 


| 
| 


92.6 
102.1 
112.7 
165.0 
223.8 
255.2 














Source: Rowan and Runcie, op. cit. p.6, and Commonwealth Statistician. 


TABLE II 
Hire Purchase and Other Instalment Debtors of 28 Finance Companies (£m.) 





17 Companies 11 New Companies 28 Companies Se 
(£m.) (£m.) | % of Total Finance 
£m. | Houses’ H.P. Debt* 


35.7 51.2 
42.6 
51.6 
80.7 
109.0 




















* As shown in Table I. 
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The 28 finance companies listed in 
Table II account for slightly less than 
two-thirds of Australian outstanding 
debt of finance houses in 1956. Over 
the six years, 1951 to 1956 the per- 
centage coverage increased from 
51.2% to 63.8%. It can be seen 
that the eleven new companies intro- 
duced during the period have in- 
creased their share relatively to the 
seventeen constant companies in our 
sample. 


Principal Sources of Funds 

The aggregated sources of funds, 
by principal type, for the 28 finance 
companies included in the survey are 
shown in Table III. 


Shareholders’ funds have increased 
in amount almost three and a half 
times in the six years. However, as 
a percentage of the total funds em- 
ployed, the shareholders’ contribu- 
tion has shown a slight tendency to 
decline—from 31.3% to 28.8%. Bank 


overdrafts, which more than doubled 
between 1951 and 1954, have declined 
slightly in amount in 1955 and 1956; 
but the percentage of bank over- 
drafts to total funds has shown a 
marked tendency to decline in the 
last two years; so that relatively the 
dependence of finance companies on 
the banks has been considerably les- 
sened. “Other liabilities” has shown 
a tendency to vary as a percentage 
of total funds, partly due to the 
effect of consolidation of finance and 
subsidiary company accounts. On 
the other hand, public borrowing has 
increased in amount more than five 
times in the period; and, relatively, 
there has been a substantial increase 
in the last two years from 33.5% of 
total funds in 1954 to 39.8% in 1955 
and 46.0% in 1956. 


An attempt has been made to ana- 
lyse these changes by dissecting the 
twenty-eight companies into two 
groups. 


The first group comprises 


TABLE III 





Accounts Shareholders’ Bank 
balancing 


during Funds Overdrafts 


Public Other Total 
Borrowing Liabilities Funds 





year im. | fm | % —_— so fm. | & fm | % 


1951 10.996 7.442| 21.2] 11.169] 31.7 5.569 | 15.8] 35.176 | 100.0 
1952 12.853 8.385 | 20.2] 13.340] 32.1 6.928 | 16.7] 41.506 | 100.0 
1953 15.136 10.812 | 22.0} 14,104] 28.7 9.121} 18.5} 49.173 | 100.0 
1954 20.605 18.323 | 25.9] 23.713} 33.5 8.042| 11.4] 70.683] 100.0 
1955 32.317 | 16.938} 16.1] 41.822/ 39.8] 14.070| 13.4] 105.147 | 100.0 
1956 36.848 | 14.968 | 11.7| 58.965! 46.0] 17.311]! . 13.5 | 128.092 | 100.0 























Source: Published Annual Reports and Financial Statements. 


TABLE IV 


Principal Sources of Funds—17 Companies (£m.) 





Accounts Shareholders’ Bank Public Other Total 
‘urlas” Funds Overdrafts Borrowing Liabilities Funds 
year fm. | % fm | % fm. | % fm. | % fm. | % 


1951 10.963 | si | 21.2} 11.169| 31.8] 5.547| 15.8] 35.115 | 100.0 








31. 
1952 12.821| 30. 8.376 | 20.2] 13.340] 32.2] 6.889] 16.7] 41.426 | 100.0 
1953 14.795 | 30. 10.680 | 22.0] 14.071| 29.0] 9.047! 18.6] 48.593 | 100.0 
1954 19.305 | 29. 17.848 | 27.3] 20.363] 31.2 ; 11.9| 65.260 | 100.0 
1955 26.049 | 30. | 19.0} 30.016| 35.4] 12,660} 14.9] 84,830 | 100.0 
31. 14.8| 37.091| 39.2 


16.105 
14.003 

















1956 29.893 13.570| 14.3] 94.557 | 100.0 
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seventeen companies which operated 
continuously throughout the period. 
The second group of eleven “new” 
companies consists of companies 
which commenced operations in the 
hire purchase financing field during 
the period. Separate results for 
these two groups are shown in Tables 
IV and V. 


’ There are some interesting differ- 
ences which emerge from the com- 
parison. Firstly, the eleven new 
companies have expanded more 
rapidly than the older companies; 
and this has occurred in spite of the 
credit restrictions which have dis- 
criminated against finance com- 
panies. The dependence of the new 
companies on bank overdraft is con- 
siderably less than for the seventeen 
existing companies; but if one large 
company which commenced opera- 
tions in 1954 and did not resort to 
bank overdrafts as a means of 
finance is excluded, the difference is 
not so marked. The percentages of 


bank overdrafts to total funds for the 
Nm new companies would then 


1951 
1952 
1953 
1954 


9.8% 
11.3% 
22.8% 
24.3% 
1955 12.9% 
1956 8.8% 


These figures are still lower than 
for the seventeen companies. Sec. 
ondly, there is a correspondingly 
greater reliance on public borrov- 
ing by the new companies. Thirdly, 
with the seventeen existing com- 
panies there is some stability in the 
proportion of shareholders’ funds at 
approximately one-third of the total. 
The same stability is not apparent 
with the newer companies. 


The principal sources of funds 
partly depend, of course, on the size 
of the company. The larger com- 
panies, for example, have been more 
successful in obtaining short-term 


TABLE V 
Principal Sources of Funds—11 New Companies (£m.) 





Accounts 
balancing 
during 


Bank 
Overdrafts 


Shareholders’ 
Funds 


Other 
Liabilities 


Public 
Borrowing 





year % im. | % 


£m. | 





9.8 
11.3 
22.8 


1951 54.1 
1952 
1953 
1954 
1955 
1956 


0.033 | 
0.032 
0.341 


0.009 


0.006 | 
0.132 




















TABLE VI 
Dissection of “Shareholders’ Funds” (£m.) 





Accounts 
balancing 
during 
year 


Ordinary 
Capital 


Preference 
Capital 


Share Premium 
Reserves 


Accumulated 
Profits 


Total Share- 
holders’ Funds 





%o 


£m. _ | 


im. _ | 


%o 


% 


fm. | % 





1951 


6.327 | 57.5 


1.436 


23.2 


10.996 | 100.0 


12.853 | 100.0 
15.136 | 100.0 
20.605 | 100.0 
82.317 | 100.0 
36.848 | 100.0 


56.0 27.4 


53.2 
65.6 
67.3 
64.9 


1.436 
1.006 
1.922 
2.256 
2.256 | 


7.196 | 

8.059 | 
13.511 
21.741 
23.919 


1952 
1953 
1954 
1955 
1956 
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ans from the public and in borrow- 
ing at more attractive rates. Con- 
sequently they have been able to rely 
more on public borrowing. The 
source of funds pattern is, in fact, 
mainly determined by a relatively 
small number of large sized com- 
panies. 


Analysis of Principal Sources 


Further light might be thrown on 
the sources of funds of Australian 
finance companies in these years by 
an examination of the principal 
sources listed for the 28 companies. 
Firstly, a detaiied dissection was 
made of shareholders’ funds. Sepa- 
rate figures were compiled for ordi- 
nary capital, preference capital, 
share premium reserve and accumu- 
lated profits. These figures are 
shown in Table VI. 


Ordinary capital constitutes the 
bulk of shareholders’ funds ranging 
frm 53.2% to 67.3%. Ordinary 
capital has increased nearly four 
times in amount whilst preference 


capital has increased only one-half. 
Preference capital is now only a 
minor source of funds. Nevertheless, 
in interpreting Table VI, it should 
be noted that bonus issues have not 
been excluded from the series. The 
bonus issues are not a source of 
“new money” and strictly should be 
excluded. Where the bonus issue is 
made by reducing accumulated re- 
serves this does not affect the total 
of shareholders’ funds as a source 
of funds. However, where the bonus 
issue is made in the formation, for 
example, of a holding company the 
subsequent increase in ordinary capi- 
tal in the consolidated accounts over- 
states the importance of share- 
holders’ funds. 


A dissection of public borrowing 
has been made in Table VII. Firstly, 
public borrowing is now mainly in 
the form of debentures (and un- 
secured notes). This item has in- 
creased in the period trom 48.9% 
to 74.7% of total public rorrowing. 


TABLE VII 
Dissection of “Public Borrowing” (£m.) 





Accounts Debentures 


balancing 


Total 
Public 
Borrowing 


Loans 
on 
Deposit 





Total 
Short* Debentures 


im. | % | % 


18.2 6 le . 4 
26.8 . ° A 5 
41.7 i 

40.7 | 5.310 
29.5 A . 


Mortgages 








11.169 


6 
6: 
29. 7 

25.7 . 49. . 74. 

















8.9 
6.3 
4.3 
3.1 
1.7 

7 








‘ ‘ths classification is tentative only (on the basis of Balance Sheet Classifications). 


TABLE VIII 
Dissection of “Other Liabilities” (£m.) 





/ 


Total 


Advances 
Other 
Liabilities 


Dividend 
rom 
Subsidiaries 


Tax 
Provision 





Accounts 
balancing 
during yea 





42.8 
36.2 
31.3 
45.8 
30.3 
30.0 





























Secondly, an attempted dissection of 
debentures into “long” and “short” 
has been made on the basis of bal- 
ance sheet classifications and other 
data. It would seem that long term 
debentures decreased relatively until 
1954 and then increased as rapidly 
as bank credit was restricted. It 
was not possible to dissect deposits 
although some trade sources have 
suggested that these are of shorter 
duration than debentures. Thirdly, 
mortgages are of comparatively 


small importance, as finance com- 
panies have few fixed assets. 


“Other liabilities” are detailed in 
Table VIII. Because some companies 
did not make provision in the earlier 
years for dividends due to be paid, 
and because others did not classify 
tax provisions separately, “sundry 
trade” creditors may be overstated, 
and tax and dividend provisions un- 
derstated, in those years. “Advances 
from subsidiaires” declined consider- 
ably in 1954 because of a consolida- 
tion of accounts by one of the larger 
group of companies. From 1954 on- 
wards, the item “advances from 
subsidiaries” is replaced, for those 
companies, by an approximately 
equal increase in reserves, share- 
holders’ funds and other items. As 
stated earlier, “sundry” liabilities 
have increased in 1955 and 1956 
because of provision for unexpired 
insurance risks arising out of con- 
solidation. It should be noted that 
amounts retained for the payment 
of debtors, tax and dividends pro- 
vide short-term credit which could 
be used to finance hire-purchase con- 
tracts. 


Conclusions 

Some conclusions regarding the 
means of financing the growth of 
hire purchase in Australia in the 
last six years have emerged from 
our investigations. Firstly, our 
sample suggests that the dependence 
on shareholders’ funds as a source 
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of finance has declined slightly over 
the period. However, some stability 
in the capital gearing of the older 
companies emerged, while for all 
companies included in our survey 
there was a relative decline in de. 
pendence on the preference share as 
a source of funds. Secondly, in re- 
spect of bank lending the six-year 
period divides into two parts; up to 
and including 1954 the absolute and 
relative dependence on bank over- 
draft increased; and in the succeed- 
ing two years there was a slight de- 
cline in the absolute dependence and 
a substantial relative decline due to 
the rapid growth of hire purchase. 
Thirdly, the finance companies have 
been able to compensate for this 
lessening dependence on overdraft by 
increased public borrowing. Public 
borrowing has taken the form of 
debentures, unsecured notes and de- 
posits ; the finance companies account 
for a high proportion of the total 
funds raised in these forms. The 
published accounts suggest that the 
larger companies raise relatively 
more short-time money by public 
borrowing than the smaller com- 
panies. 


The Australian finance companies 
have acquired a new status in the 
money market in the last six years. 
This is partly due to the rapid growth 
of the volume of hire purchase it- 
self. The three largest finance com- 
panies are now approximately three 
to four times larger in terms of out- 
standings than the smallest of the 
private trading banks. The finance 
companies, due to the volume and 
direction of their public borrowing, 
have been responsible for some de- 
velopment of the Australian money 
market especially in the short-dated 
section. Moreover, the increased 
status of the finance companies as 
borrowers is partly due to the private 
trading banks acquiring substantial 
share interests in leading finance 
companies and in some cases sub- 
scribing to debenture issues. 
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TAXATION AND THE 


FAMILY COMPANY 


HE corporation has become an 

almost commonplace institution 
in our present day commercial life 
and it is not surprising to find this 
legal innovation being utilised to pre- 
serve family incomes and property 
from the eroding tides of taxation. 
This practice is followed not only in 
Australia but in most other countries 
which have adopted the English 
legal system. The term “taxation” 
may be applied to include several 
fiscal imposts and it is proposed to 
observe briefly the incidence of some 
of these “taxes” on the family com- 


pany. 


Income Tax Savings 


Perhaps the most important “tax” 
is income tax and in this regard the 
terms “family company” and “pri- 
vate company” are frequently used 
synonymeusly. Whilst “private com- 
pany” is defined in Section 105 of 
the Income Tax and Social Services 
Contribution Assessment Act 1936- 
1956, there is no reference whatever 
in that Act to “family company”. 
For most practical purposes, how- 
ever, “private company” may be said 
to include “family company”. 


If we accept the proposition that 
Many companies have been formed 
with a predominant motive of effect- 
ing income tax savings, it is interest- 
ing to outline briefly the develop- 
ment in the post-war years of legis- 
lation to counter or discourage such 
activities. 


Prior to the important amend- 
ments effected to Division 7 in 1948, 
it was possible to effect substantial 
income tax savings with the aid of a 
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private company. Even after these 
amendments it was still possible to 
use a private company as a means 
of accumulating profits out of which 
tax-free dividends could be distri- 
buted. On the other hand some com- 
pany managements succeeded in 
placing their companies outside the 
operation of Division 7 assessment 
when it was to their advantage by 
regulation of the voting power of 
their companies’ shareholders. 


This latter practice was curtailed 
by Division 7 amendments operative 
from 1951 and later years, and the 
provisions permitting accumulation 
of tax-free income by private com- 
panies were withdrawn by legislative 
amendment first applicable for year 
of income ended 30 June, 1952. This 
is the position at the present time, 
so that the scope of income tax sav- 
ings by means of a private company 
has been narrowed considerably. At 
the same time, the amended Division 
7 provisions now in force have 
simplified the private company tax 
code, and that simplicity has brought 
a degree of certainty as to the in- 
come tax liability of private com- 
panies which was lacking in the re- 
pealed provisions of Sections 104, 
105, 105A and 105B. 


This simplicity enables taxpayers 
and their advisers to compare quite 
readily relative income tax liability 
as individual, partnership or private 
company. The following table pre- 
pared by Messrs. R. Else Mitchell of 
Counsel, and P. L. Crosthwaite, 
Chartered Accountant (Aust.), in a 
paper presented to a taxation con- 
vention arranged by the Taxation 
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Institute of Australia in June, 1957, 
shows such a comparison. The rates 
used are those in force for the finan- 
cial year 1956-1957. 


A brief examination of these 
tables shows that whilst there is a 
saving in each instance by the use of 
a private company as compared with 
tax payable as an individual a part- 
nership offers greater savings than 
a private company with two share- 
holders. However, there are fre- 
quently many practical limitations 
preventing partnership formation, 
which limitations would not be ap- 
plicable to a company incorporation. 
On the other hand it is axiomatic 
that the greater the number of 
shareholders of a private company, 
the smaller would be the quantum 
of tax payable by each and the 
aggregate liability of the share- 
holders and company in such a case 
would also be lessened. 


Whilst it is necessary to compare 
the estimated liability of a private 


company with the tax payable in 
identical circumstances by a part- 
nership or individual, the additional 
expenditure of corporate existence, 
such as audit and secretarial fees 
which are annually recurring, should 
not be overlooked in weighing the 


monetary advantages of company 
formation. In practice it is desirable 
to see a substantial tax saving be 
fore recommending incorporation, 
for the reasons above mentioned as 
well as the possibility of alteration 
to the tax rates or method of assess- 
ment of private companies. 


Finally there may be an indirec 
advantage arising out of incorpora- 
tion, namely that of improvement in 
the liquid position of the former tax- 
payer by elimination or substantial 
reduction of his provisional tax lia- 
bility. Indeed, in times of credit re- 
striction this is by no means the least 
of the matters to be taken into con- 
sideration when recommending in- 
corporation. 


Meaning of a Private Company 


As indicated above some com- 
panies were able to establish “non- 
private” or “‘public’”’ company status 
under the former Division 7 provi- 
sions. Since the imposition of a flat 
rate of tax of 10/- in the £ on un- 
distributed profits of private com- 
panies (after deduction of certain 
retention allowances), such con- 
panies usually avoid payment of this 
tax by making a sufficient distribu- 
tion within the prescribed period as 








Private Company 
2 equal 4 equal 
shareholders shareholders 


£2,964 £2,672 
5,073 4,516 
7,318 6,484 
9,682 8,563 


Partnership 
2 equal 
partners 


£2,392 
4,502 
6,819 
9,236 


Taxable Individual 
Income or Sole 
Trader 


£3,410 
5,885 
8,418 
11,085 


£8,000 
12,000 
16,000 
20,000 
If a refinement is made to these tables by making allowance for the payment 


of a managing partner or managing director of a salary of, say, £2,500, the taxes 
would then be: 


£8,000 
12,000 
16,000 
20,000 


£2,491 £2,670 £2,361 
4,547 4,843 4,236 
6,850 7,721 6,231 
9,272 9,552 8,338 


£3,410 
5,885 
8,418 
11,085 


—— 
———— 
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provided by Division 7. Whilst the 
general adoption of this practice by 
most private companies has made 
the administration of Division 7 
much simpler, some private com- 
panies have found it increasingly 
more difficult to make such distribu- 
tions and finance the tax payable by 
their shareholders on these divi- 
dends. These difficulties do not apply 
to public companies, and it is not 
surprising to learn of attempts by 
some companies to gain public com- 
pany status by re-arrangement of 
shareholdings and classes of shares, 
even though success in this direction 
would result in the payment of 
higher rates of primary tax. 


The definition of a “private com- 
pany” is set out in Section 105 of the 
Assessment Act and prescribes cer- 
tain tests which a company must 
satisfy to survive classification as a 
private company. The first five tests 
have been explained in detail by text 
writers and do not merit discussion 
here, but the sixth test, which may 
be described as a dragnet clause, 
provides by Section 105 (1) (f) that 
“a company is a private company 
where it is a company capable of 
being controlled by any means what- 
ever by one person or by persons not 
more than seven in number”. It was 
not until recently that these words 
had been the subject of judicial 
interpretation. The Commissioner 
relied on Section 105 (1)(f), re- 
ferred to above, to assess two com- 
panies to Division 7 tax having 
formed the opinion that the com- 
panies concerned were private com- 
panies as defined by Section 105. 
Both companies appealed to the High 
Court against the Commissioner’s 
disallowance of their objections, and 
the Full Court has finally upheld 
their objections. 


The first of these cases was W. P. 
Keighery Pty. Ltd. v. Federal Com- 
missioner of Taxation, the decision 
of Williams J. in the first instance 
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being reported in (1957) 11 A.T.D. 
p. 149, the judgment of the Full 
Court having not yet been reported. 


The facts were that at 30 June, 
1952, the taxpayer company had an 
issued capital of four fully paid 
ordinary shares of £1 each and 
twenty fully paid redeemable pre- 
ference shares of £1 each. Three of 
the ordinary shares were held by 
W. P. Keighery and the other by his 
wife. The redeemable preference 
shares were held by twenty persons 
who were not relatives or nominees 
of Mr. and Mrs. Keighery. There 
were thus 22 shareholders at 30 
June, 1952, each having one vote per 
share held both on a poll and a show 
of hands. The dividend rights attach- 
ing to the preference shares were to 
be calculated in proportion to the 
dividends payable on the ordinary 
shares. 


The company reserved the power 
to redeem the preference shares pro- 
vided seven days’ notice was given 
to the holders and provided also that 
the shares were not to be redeemed 
between 24 June and 7 July of any 
year. The directors of the company, 
who were Mr. and Mrs. Keighery, 
could exercise the power to redeem 
the preference shares and could only 
be removed from their office by 
extraordinary resolution passed at 
a general meeting for which 21 
days’ notice was required. It was 
possible therefore for Mr. and Mrs. 
Keighery to resolve to redeem the 
preference shares before a general 
meeting could be convened at which 
the voting power of the preference 
shareholders could be exercised. The 
Commissioner claimed, inter alia, 
that on 30 June, 1952, Mr. and Mrs. 
Keighery were capable of controlling 
the company as provided by Section 
105 (1)(f) by their power to re- 
move the preference shareholders. 
The company on the other hand 
relied on the fact that the directors 
had only four votes of the total of 
twenty four. Although Williams J. 
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found in favour of the Commissioner 
his decision has been set aside by the 
Full Court. 

The other case, was Sydney Wil- 
liams (Holdings) Limited v. F.C. of 
T. reported in (1957) 11 A.T.D. 164. 
The taxpayer company was incor- 
porated in 1951 and by June 1953 
had an issued capital of 421,000 fully 
paid ordinary shares of 5/- each. In 
that month 418,600 of these shares 
were converted into fixed 7% non- 
cumulative preference shares of 5/- 
each, and 1,400 into 10% non- 
cumulative preference shares of 5/- 
each, which shares had a right to 
participate in further profits with 
the remaining 1,000 ordinary shares. 
The holders of the fixed preference 
shares had the right to reconvert 
their shares into ordinary shares 
with the approval of the directors of 
the company except during the 
period 15 June to 15 July of any 
year. The directors of the company 
were in fact the holders of the fixed 
preference shares. As the fixed pre- 
ference shares carried no voting 
rights, the holders of the cumulative 
preference and ordinary shares were 
in control of the voting power of the 
company. The Commissioner as- 
sessed the company as a private com- 
pany for the year ended 30 June, 
1953, on the ground that it satisfied 
the definition of a private company 
set out in Section 105 (1)(f). The 
Commissioner relied on the right of 
reconversion given to the preference 
shareholders, in which event the vot- 
ing power of the company would be 
controlled by seven or less persons, 
Section 105 (1)(b) and (d). The 
High Court, per Williams J., re- 
jected the Commissioner’s claim, and 
subsequently the Full High Court 
has disallowed the Commissioner’s 
appeal against the decision. The 
judgment of the Full Court has not 
yet been reported. 
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Shareholdings 


Another most important con. 
sideration in planning family com- 
pany structure is that ef the share 
holding and the rights attaching to 
the several classes of shares of the 
company. 


It is quite a common feature that 
the infant children of the founder 
are amongst the persons who are to 
become shareholders of the family 
company. Whilst the articles of 
many companies prevent the regis- 
tration of minors as shareholders, 
in the absence of such prohibition 
it is considered that shares may be 
allotted to infants who are capable 
of understanding. As with other 
voidable contracts with infants, such 
contracts, that is the allotment of 
shares, may be repudiated during 
minority or within a reasonable time 
after attaining their majority. In 
the event of repudiation, the minor 
would generally be entitled to repay- 
ment of moneys paid for application 
and allotment of such shares, but 
usually on condition that he in turn 
repaid any moneys received by him 
as a shareholder. 


The position with infant children 
lacking understanding is probably 
the same as outlined above. Mr. N. 
R. Burns in an article in The Aus- 
tralian Accountant of January, 1955, 
expresses the opinion that there 
would be nothing to prevent applica- 
tions for shares being made on be 
half of infants of tender years, their 
membership being completed by 
entry in the register of shareholders. 
Such a contract entered into on their 
behalf would be voidable as sug- 
gested in the previous paragraph. 
The author of the article referred to 
emphasises that there should be no 
uncalled liability on shares issued to 
minors as the company may not be 
able to recover calls due on such 
shares, the point being that a con- 
tract with a liability for further pay- 
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ments may not be for the infant’s 
benefit. 


There are however certain dis- 
advantages arising from legal and 
beneficial ownership of shares by 
minors. Not the least of these is the 
problem of transferring the shares 
to prospective purchasers of the 
whole of the issued capital of a com- 
pany, where the infants concerned 
cannot give full discharge of con- 
tractual rights to the purchasers. It 
would not be unreasonable for the 
purchasers in these circumstances to 
ask for an indemnity from the 
parents of the infant transferors. 
To overcome this type of problem 
settlements are often created so that 
the legal ownership of the shares 
may be held by an adult trustee for 
the benefit of such infants. 


Care must be exercised in appoint- 
ing trustees in these circumstances 
as parents and other persons as- 
sociated with the management or 
control of the company may find a 
conflict of interests between their 


private interests and their duties as 
trustees. This type of problem was 
highlighted in the decision of the 


High Court in Ngurli Ltd. v. 
McCann, reported in (1953) 90 
C.L.R. p. 425. The facts briefly were 
that a group of companies had been 
formed for tax-saving purposes. The 
articles of association of Ngurli Ltd. 
gave governing director’s powers to 
oe S. during his life and on his 
death to his personal representative. 
In course of time a successor was ap- 
pointed to S. and on his death S. held 
only one share in Ngurli Ltd. As a 
result of advice from the trustee 
company acting for the estate of S. 
a well as from the secretary of 
Ngurli Ltd., the successor of S. ar- 
ranged for the allotment of a further 
4199 shares to the latter’s personal 
representative and one to himself as 
governing director. The result of 
this allotment was to increase the 
dividend entitlement substantially in 
favour of the said governing direc- 
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tor. In an action to set aside the 
allotment the High Court decided 
that there had been a breach of trust 
by the then governing director 
against the minority shareholders 
who were in fact descendants of S. 
The Court suggested that the proper 
method of arranging the desired 
shareholding would have been to 
allot the additional shares for a pre- 
mium. 


The provisions of Section 102 of 
the Income Tax Assessment Act have 
to be borne in mind when trusts for 
minors are under consideration in 
connection with family companies. 
Without attempting a detailed re- 
view of this section, the decision of 
the High Court in Hobbs v. Federal 
Commissioner of Taxation (1957), 6 
A.I.T.R., p. 490, is worthy of atten- 
tion. In that case Mrs. Hobbs settled 
shares on trustees in favour of three 
children, the shares to be held on 
trust until the children should marry 
or attain the age of 25 years. The 
trustees were given power to apply 
income arising under the settlements 
for the maintenance of each bene- 
ficiary, as well as power to advance 
up to one-half of the presumptive 
interest of each beneficiary in the 
income of the trust. Income not so 
dealt with by the trustees was to be 
accumulated and form part of the 
capital of the trust provided that 
recourse could be had for payments 
in the trustees’ discretion as out- 
lined above. The Court decided that 
on the facts Section 102 (1) (b) 
could not be invoked by the Commis- 
sioner in respect of the income of 
the trust as the beneficiary con- 
cerned, although unmarried and a 
minor, was only contingently en- 
titled to the income accumulated. 


The practice of relatives other 
than parents of minors settling 
nominal sums on trust for the 
minors’ benefit, the capital sum to 
be built up out of subsequent income 
was under review in a decision of 
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the Board of Review reported in 7 
C.T.B.R. (N.S.) case 42. The Board 
upheld the Commissioner’s assess- 
ment applying Section 102 in respect 
of particular settlement where it 
was not satisfied that the relative 
had “created” the settlement as 
claimed but that the parent was the 
person who “created” it. Although 
an appeal has been lodged against 
this decision, the case does serve as 
a warning that any such arrange- 
ments should be suported by irrefut- 
able evidence. 


Tax Avoidance 


For a considerable time there has 
been discussion as to the effect of 
Section 260 of the Income Tax As- 
sessment Act on arrangements to 
form family companies which result 
in a reduction of the incidence of in- 
come tax. These doubts may be 
finally resolved when the Privy 
Council has heard the appeal against 
the High Court decision of Federal 
Commissioner of Taxation v. New- 
ton (1957) 7 A.1.T.R. p. 1. The 
present position in regard to that 
particular case is that the Privy 
Council has granted leave to appeal 
against the High Court decision up- 
holding the Commissioner’s assess- 
ments based on the application of 
Section 260. The High Court decision 
has been discussed in detail in an 
article published in The Australian 
Accountant. 


Whilst particular aspects only of 
family company structure have been 
dealt with, it is realised that other 
income tax problems may arise, such 
as disposition of assets, setting up 
superannuation funds and the like. 
These matters have been mentioned 
in other articles and it is not pro- 
posed to revise them here. 


Death Duties 


One of the principal reasons 
prompting the formation of family 
companies is the desire to limit the 
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duties arising on the death of the 
founder of a business or other per. 
son who has accumulated valuable 
assets. In this regard there are two 
duties payable on the death of a 
person dying domiciled in N.S.W, 
New South Wales Death Duty and 
Commonwealth Estate Duty. Both 
these duties or taxes may be con- 
veniently dealt with together. 


Property Dutiable 


Of course formation of a family 
or other company does not auto- 
matically remove the founder’s as- 
sets from liability to this form of 
tax. It frequently means simply that 
one form of asset is replaced by 
another of comparable value, either 
in shares in a family company or a 
debt from the company as part of 
the purchase consideration for assets 
taken over by the company. It fol- 
lows from these remarks that some 
further action must be taken if it is 
desired to reduce the value of the 
founder’s estate for duty purposes. 


Both taxing statutes have pro- 
visions which have the effect of dis- 
regarding provisions in memoran- 
dum or articles of association which 
would prevent listing on a stock ex- 
change. Where there was a provision 
in the articles of association of 4 
company which automatically con- 
verted a particular class of shares 
into 5% cumulative preference 
shares on the death of the holder of 
those shares, the Commissioner of 
Taxation was required to value the 
shares as at the death of the de 
ceased, at which time the shares 
were of a type which could have 
been accepted for stock exchange 
listing (see Robertson v. Federal 
Commissioner of Taxation (1952) 
86 C.L.R. 463). Generally speaking 
the utmost care should be taken m 
applying this decision by the creation 
of shares with special rights vari 
able on the death of a particular 
shareholder, legal advice being neces 
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sary to draft the special articles or 
resolutions required. 


A somewhat simpler arrangement 
has been that a vendor of assets to 
a company accepts fixed preference 
shares as consideration for the 
transfer of such assets. Whilst these 
shares would, of course, form part 
of the owner’s dutiable estate, they 
may well be of less value after a 
period of a few years than the assets 
transferred for the simple reason 
that they would not appreciate in 
value with time as many assets do. 
This reasoning is also applicable to 
the case where the consideration for 
transfer of assets is a debt owed by 
the company, as the debt would be a 
fixed sum not appreciating in value. 


These are only elementary ideas 
and most company founders would 
want to reduce their personal 
estates. In this regard the solution 
may be in the outright gift of shares 
or other assets owned by the person 


concerned and the payment of ap- 
propriate gift duty on the transfer. 
Whether gift duty is payable or not, 
any gift made within three years of 
the death of a donor forms part of 
his dutiable estate for Common- 
wealth and State purposes. 


The liability to gift and death 
duties on transactions involving the 
allotment and transfer of shares in 
companies is still not clear, as the 
difficult legal doctrine of transmog- 
rification and the interpretation of 
particular provisions of the taxing 
statutes referred to above and the 
Commonwealth Gift Duty Assess- 
ment Act 1941-1957 are involved, on 
which matters there are apparently 
differences of opinion between the 
taxing authorities and legal practi- 
tioners. For these reasons, the 
matter cannot be simplified in an 
article of this nature, the only cer- 
tain proposition being that approp- 
riate advice should be taken before 
any transaction is entered into. 


— & — 


NOTES ON SELECTED TAX CASES 


By D. C. WILKINS, B.COM., A.A.S.A. 


EDUCATION EXPENSES— 
SCHOOL UNIFORMS. 

A recent decision of the 
Income Tax Board of Review 
No. 3 on the subject of income 
tax deductions for school uni- 
forms was given wide publicity. 
The decision of the Board, and 
the Treasurer’s comments there- 
on, should serve to clarify the 
basis of allowance. 

_ The taxpayer had claimed a deduc- 
tion for expenditure on school cloth- 


ing for each of his two children who 
attended a State school. The amount 
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disallowed by the Commissioner 
amounted to £39, representing 
expenditure on dresses, shoes, coat, 
pinafores, jumpers, socks, goloshes, 
splashers, repairs to shoes and 
repairs to rain coat. 

No specific uniform was prescribed 
by the school which the children 
attended. 

Section 82 J(1) of the Income Tax 
Assessment Act, as it applies to the 
taxpayer’s case, provides for the 
allowance of deductions for: 

“Amounts paid by the taxpayer in 
the year of income in respect of 
expenses necessarily incurred by him 
for or in connection with the full- 
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time education, at a school, college or 
university or from a tutor, of a per- 
son who is less than twenty-one 
years of age and is a child of the 
taxpayer”. 

The chairman of the Board of 
Review considered that the section 
applies only to expenditure on items 
which relate solely to the child’s 
education, that expenditure on school 
clothing should not be regarded as 
necessarily incurred for or in con- 
nection with the education of the 
child unless, for example, the school 
or college insisted on the wearing of 
a particular uniform. Expenditure 
which a taxpayer is obliged to meet 
is necessarily incurred, but where a 
personal choice is exercised 
expenditure thereon is not neces- 
sarily incurred. 


A member of the Board considered 
that the cost of a child’s ordinary 
raiment would be too remote to fall 
within Section 82 J(1). He was of 
the opinion that the expenditure to 
be allowed for clothing should be 
something extra or additional to 
what would normally be supplied in 
discharging the taxpayer’s general 
obligation to maintain the child. If 
the clothing would not have been 
required but for the fact that the 
children were attending school, the 
extra expenditure thereon would be 
incurred in connection with their 
education. Further, he was of the 
opinion that to qualify for the allow- 
ance, the clothing would have to be 
shown to be clearly appropriate or 
adapted to the requirements of school 
wear. 


The Board decided that the expen- 
diture claimed was not necessarily 
incurred in connection with the 
education of the children, and the 
Commissioner’s disallowance of the 
taxpayer’s claim was confirmed. The 
case is not yet reported. 

On 16 April, in the House of Rep- 
resentatives, the following questions 
on the subject “Taxation Deductions 
for School Uniforms” were asked :— 
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Mr. Webb asked the Treasurer, upon 
notice— 


1. Has a Commonwealth Taxation Board 
of Review ruled that only the cost of com- 
pulsory school uniforms can be claimed ag 
a deduction for income tax purposes? 


2. If so, is the result that only parents 
whose children attend a college, or church 
or grammar schol, can claim for clothes 
and that parents whose children attend 
State primary, secondary, high, or techni- 
cal schools, where a uniform is the accepted 
standard if not the rule, cannot? 


8. Will he review this matter and allow 
a tax deduction on proof of purchase of all 
school clothing, including uniforms? 


4. Will he make a statement of the exact 
position in this matter? 


Sir Arthur Fadden.—The answer to the 
honorable member’s question is _ as 
follows:— 

1 to 4. The Commonwealth Taxation 
Board of Review No. 3 was recently called 
upon to review a decision of a Deputy 
Commissioner of Taxation disallowing a 
claim by a taxpayer for deduction under 
Section 82 J of expenditure incurred by him 
in purchasing clothing fur his dependent 
children. The clothing concerned was in no 
way distinctive from ordinary everyday 
clothing. The school attended by the child- 
ren did not require its pupils to wear either 
uniform or distinctive clothing. The Board 
of Review rejected the claim of the tax- 
payer and unanimously upheld the decision 
of the Deputy Commissioner of Taxation. 
The case was heard in camera and the 


secrecy provisions of the income tax law 
apply to prevent disclosure of the affairs 
of the taxpayer concerned. 

It would appear that the taxpayer has 
made public the written reasons of the 
chairman of the Board for his decision 


rejecting the taxpayer’s claim. It would 
appear also that in these reasons the Chair- 
man stated that expenditure on school 
clothing would be an allowable deduction 
under Section 82 J only if the school insists 
on the wearing of a particular uniform. 
It would appear that he also stated that 
where a personal choice is exercised in 
respect of children’s clothing the expendi- 
ture could not be regarded as necessarily 
incurred within the meaning of those 
words as used in Section 82 J. Inferences 
have been drawn from these remarks of 

chairman that deduction is restricted 80 
far as school uniforms are concerned 
those schools which make the wearing o 
their uniform compulsory. Wide publicity 
has been given to this interpretation of the 
chairman’s statements and confusion 

resulted in the minds of many taxpayers. 
It is necesary to repeat that the question 
before the Board of Review had no relation 
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ship to school uniforms compulsory or 
otherwise. It related to ordinary everyday 
cothing worn by children attending a 
school which had no recognized uniform. 
Therefore, the decision of the Board is not 
relevant to any expenditure incurred in con- 
nexion with expenditure for school uni- 


forms. 


It may be recalled that, prior to 1952, no 
deduction whatever was allowed to parents 
for the cost of educating their children. 
When the allowance was first introduced 
by the present Government, it applied onl 
to amounts paid direct to the school, 
college, university or tutor and was limited 
to £50 per annum for each child. In 1953, 
however, the Government increased the 
maximum to £75 and, at the same time, 
extended the deduction to all expenditure 
necessarily incurred in connexion with 
the full-time education of the child, whether 
the payments were made to the educa- 
tional establishment or otherwise. Since 
then the maximum deduction has again 
been raised, so that it now stands at £100 
per annum for each child. The Commis- 
sioner of Taxation has informed me that, 
ever since Section 82 J was expanded by 
the Government in 1953, the provision has 
been regarded as permitting deduction for 
expenditure rendered especially necessary 
by the attendance of a dependent child at 
a school or college and in that interpreta- 
tin of the law claims for expenditure on 
distinctive uniforms recognized by schools 
as their uniform, whether compulso or 
otherwise, have been admitted in hundreds 
of thousands of cases. The Commissioner 
believes this is the proper interpretation 
of the law and sees nothing in the language 
of the chairman of the Board in the par- 
ticular case which came before it to cause 
him to alter this administrative practice. 


PROTECTING A BUSINESS. 


Legal expenses incurred in an 
action to eliminate the competi- 
tive use of an unregistered trade 
name were held by the Board 
of Review to be of a capital 
nature. 


A product was sold by a company 
uder a trade name which was not 
registered. Previously, the company’s 
managing director, then conducting 
business on his own account, had 
applied to have the trade name 
registered, but registration was 
tefused because of its resemblance to 
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another name, and also because 
another person had applied for regis- 
tration three years earlier. 


Two years after the incorporation 
of the company, it was found that a 
competitor was using the same trade 
name, seriously affecting the com- 
pany’s business. 


Legal action was taken, as a result 
of which the competitor was 
restrained from passing off goods 
which were not manufactured by the 
company, as if they were the com- 
pany’s, by the use of the trade name. 
Then an agreement was entered into 
between the company, the competi- 
tor, and the original applicant for 
registration of the name, as a result 
of which the competitor agreed not 
to use the trade name, and any claim, 
right or title to the trade name, 
present or future, was secured to the 
company. The company’s business 
then reverted to normal. 


The company had claimed as a 
deduction an amount of £350 paid to 
the competitor in consideration of 
his part in the agreement, and £268 
legal expenses incurred. 


The Board of Review considered 
that the payments concerned were 
made for the purpose of protecting 
and preserving the company’s busi- 
ness by preventing competition from 
another, similar business. The use of 
the name was of considerable advan- 
tage to the company, and the elimina- 
tion of the competitor (as far as the 
use of the trade name was concerned) 
would enable the company to build 
up the goodwill associated with the 
name until such time as registration 
might be obtained. Consequently, it 
was held that the payments were 
made in an endeavour to procure 
enduring benefits to the company, 
and as such, they represented losses 
or outgoings of capital, or expendi- 
ture of a capital nature. 


The Board’s decision is reported 
in 7 C.T.B.R. (N.S.) Case 28. 
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Australian Society of Accountants 
REGISTER OF MEMBERS 


Listing the names of members of 
the Australian Society of Account- 
ants who have been advanced 
recently in status with the names of 
new members. 





VICTORIA 


Provisional Associates: Banks, D. J.; 
Bradbury, D. C.; Cameron, D. L.; Ewing, 
T. S.; Pearce, G. N.; Russell, I. R.; Salter, 
P. J.: Ten, M. K.; Wilkinson, M. K. 

Associates: Alexander, L. E.; Andrews, 
W. A.; Arbuckle, J. K.; Ashton, R.; Back- 
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Hs Burke, a. Es Christensen, D. 
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D. S.; Grey, C. "B.; Head, K. R.; Hines, 
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J. A.; Morey, E. B.; Nichols, R. C.; Nick- 
son, L. G.; Norton, "M. J. (Miss); O’Don- 
nell,, M. "M. (Miss); Ratcliffe, R. 
Rocke, P. A.; Rooke, J. E.; Rundle, N. C.: 
Smethurst, B. G.; Stackpole, L. K.; Taylor, 

L.; Treeby, a eS = Valentine, D. i 


J. 
Welfare, K. J.; Wilson, f? A.; Woolf, L 
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Hyden, K. A.; MacLean, N. G. M.; Paul, 
S. J. (Miss); Ruffin, J. F.; Solomon, I.; 
Thomson, H. M. (Miss); Tye, L. A. K. P.; 
Yelland, K. E 


NEW SOUTH WALES 


Provisional Associates: Bricknell, F. J.; 
Cheadle, K. J.; Davidson, R. G. S.; Dawson, 
J. P.; Dingwall, K.; Douglas, K.; Graves, 
R. F.; Hampson, K. J.; Haworth, M. J.; 
Jolliffe, D. J.; Middlemiss, R. F.; Morris, 
W. F.; Murden, D.; McCann, J. E.; Mc- 
Kerlie, W. H.; Otton, W. F.; Rappaport, 
F. B.s Renton, D. W.; Saiter, A. Bi 
White, R. S. 

Associates: Abbott, B. L.; Blizard, C. K.; 
Brown, N.; Buckley, E. J.; Collum, L. W.; 
Connellan, N. E.; Denton, R. N. H.; Dixon, 
K. J.; Eve, M. G.; Farrah, F. J.; Fraser, 
J. M.; Gillard, D. L.; Gollan, K. R; Green, 
K. Mg D.3 Hall, F. J; Hutcheson, = es 
Kelly, R. G.; Knight, B. G.; Lyons, J. H.; 
Morris, B. R.; Morrison, "A. D.; Moss, 
B. 8.3 McInerney, B. F.; McNab, E. A. W.; 
Phillips, H. R. H.; Potter, C. A; Redfern, 
N. D.; Schmarr, B. P.: ‘Skinner, W. A; 
Skubal, F.; Stroud, A. T.; Verrell, H.; 
Vincent, W. J.; Ward, D. R.; Watt, D. A.; 
Williams, C.; Winston, G. 
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Admitted as Fellow: Harvey, G. R. 

Advanced to Associate: Atwill, D, J; 
Brook, H. E.; Cullen, K. J.; Currey, G.; 
Dobson, A. E.; Geary, K. N.; Jarvis, N, J,; 
Kuhl, R. H.; "Leighton, G. R.; Mallinson, 
J: As ; Paton, J. D.; Pointing, s. dJ.§ 
say, C.; Reiss, "'T.; Steedman, M. J. 
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QUEENSLAND 
Provisional Associates: Walsh, B. P. 
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Hawke, V. V. G.; Manion, J. Rich, 
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Phillips, L. A. 
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Ostenfeld, J. M.; Whitson, C. 
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Provisional Associates: Abdul Razak, H. 
B.; Chong, H. K.; Jumeaux, C. E, 
Khoo, E. E. K.; Khunakasem, C. (Miss): 
Kortlang, F.; Kulavesrasingham, K: 
Little, M. J. (Miss) ; Mok, Y.; Yong, W. F. 

Associates: Adams, C. G.; Armstrong, 
F.; Bennett, W. E.; Boddington, A. E,; 
Bryant, B.; Chamberlain, H.; Cole, L. §,; 
Cole, R. H.; Connop, N. C.; Crump, L. M; 
Davey, C. A.; Deakin, N. C.; Fimmd, 
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G. 
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NEWS AND NOTES 


Australian Society of 
Accountants 


SOUTH AUSTRALIA 


Ordinary General Meeting 


The ordinary general meeting of the 
Division was held at the Myer Apollo Dining 
Hall on 28 March. 


The State President, Mr. C. L. Hargrave, 
occupied the chair and over 400 members 
were present. 


In moving the adoption of the annual re- 
port for the year ended 31 December, 1957, 
the President informed the meeting that 
a new departure in the activities pro- 
gramme for the year would be monthly 
luncheons, beginning in May. In addition, 
the State Council was considering the pro- 
vision of specialised activities and services 
by such means as the arrangement of lec- 
tures and the formation of study groups on 
subjects of particular interest to govern- 
mental and municipal accountants. 


Following a ballot for vacancies on the 
Divisional Council, the President declared 
Professor R. L. Mathews and Messrs. R. S. 
Howland, J. A. Keenan and D. P. Williams 
elected for a period of three years. Mr. 
E.H. Burgess, A.A.S.A. was appointed audi- 
tor to the Division for the ensuing year. 


Following the ordinary general meeting, 
asmoke social was held and members pre- 
sent heard a most interesting and enter- 
taining address by Padre John Meakin of 
the Missions to Seamen, Port Adelaide. 


Entertainment was provided by Miss Joan 
ay and Messrs. Tom King and Donald 


Election of Office-Bearers 


At a meeting of the South Australian 
Divisional Council held on 9 April, the fol- 
Wing office-bearers were elected:—State 
President: Mr. C Hargrave; Vice- 
President: Mr. L. H. Duncan; Honorary 
Treasurer: Mr. D. P. Williams. 


Messrs. L. H. Duncan and M. G. Kennedy 
Were appointed representatives of the South 
Australian Division on the State Council of 
- Australasian Institute of Cost Account- 


Research Groups 


During April inaugural meetings of mem- 
ts interested in the three research pro- 
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— to be undertaken by this State were 
eld. 


On 18 April members of the research 
groups attended a meeting at the Timber 
Merchants’ Association meeting room when 
the Society’s research officer, Mr. K. A. 
Middleton, addressed members and gave 
some interesting information on methods 
adopted by research groups in other States. 

Mr. L. A. Braddock, chairman of the South 
Australian Research Committee occupied 
the chair at this meeting. A vote of thanks 
to Mr. Middleton was proposed by Mr. 
R. S. Howland. 


Film Evening 


On 17 April, 160 members attended an 
interesting film evening at the Railways 
Institute when a series of films, including 
the 1957 Ampol Annual Report was screened 
by the film unit of Ampol Petroleum Ltd. 


Annual Golf Match 


Members are reminded that the annual 
golf match with the South Australian Divi- 
sion of the Institute of Chartered Account- 
ants in Australia will be held at the Grange 
Golf Club on Tuesday, June 10. 


Obituary 

It is with regret that we report the death 
by accident recently of Mr. Lewis Stephen 
Wickes. 


Personal 


Mr. T. W. Martin, A.A.S.A. who has been 
the South Australian manager of the Shell 
Company of Australia Ltd. for the past six 
years, retired from the service of the 
company in April. 

Advice has been received from Mr. H. E. 
W. Curnow that he has commenced practice 
at Horwood Street, Whyalla. 


VICTORIA 


Annual Meeting 


The annual meeting of the Division was 
held at the Royale Ballroom on 31 March 
.when 750 members and guests were present. 
Mr. V. L. Solomon, State President was 
chairman and after extending a welcome to 
those present, he called upon Mr. R. W. 
Gillard, B.Comm., F.A.S.A., Auditor General 
for Victoria, to propose the toast of “The 
Australian Society of Accountants”. 

Mr. Gillard paid a tribute to the service 
the Society was rendering to the accounting 
profession and in particular mentioned his 
appreciation of the work done by the office- 
bearers of the Victorian Division. 

He then went on to survey governmental 
accounting and the compilation of the Audi- 
tor General’s report. He discussed the 
merits and effects of possible changes in 
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governmental accounting methods and this 
led him to state that he thought the Society 
should interest itself in public finance pos- 
sibly by means of research groups. Al- 
though the accountant from industry or 
commerce is not concerned with matters of 
governmental accounting and finance in the 
course of his daily tasks, he considered that 
it should be recognised that the better in- 
formed the accountant is on these sub- 
jects the greater his opportunity for leader- 
ship—not only in his own field but in the 
wider community field also. Commonwealth 
and State financial measures affect him 
both in his employment and in his private 
life. As a trained accountant, he is in a 
better position than the average citizen to 
appreciate the implications of such measures 
through a study of the published accounts. 


Mr. Gillard concluded by saying that 
by establishing research into governmental 
accounting the Society would be rendering 
a real community service. 


Mr. O. H. Paton, President of the Society, 
made an appropriate response to the toast 
proposed by Mr. Gillard. Mr. E. A. Peverill, 
State Vice-president, proposed the toast 
of “Our Guests”, the responses being made 
by the Hon. H. R. Petty, M.L.A., Minister 





Annual Divine Services 
of the 
Accountancy and Secretarial 
Professions 


With the approbation of the Coun- 
cils of all the Institutes concerned, 
Divine Services for members of the 
Accountancy and Secretarial Pro- 
fessions, their relatives and their 
friends, have been arranged for Mon- 
day, 9 June, 1958 as follows:— 


5 p.m.—Evensong at St. Paul’s Cathe- 
dral, Melbourne. The Rt. Rev. 
S. A. Goddard, Moderator of the 
Presbyterian Church of Victoria, 
will be the preacher. 

5 p.m.—Evening devotions at St. Pat- 
rick’s Cathedral, Melbourne. Rev. 
Father W. J. Durkin will officiate. 


No tickets of admission will be 
necessary, but sections of both Cathe- 
drals will be reserved for those attend- 
ing. Ushers will be on duty. 


Members will note that, by kind 
consent of the clergy concerned, both 
services will be conducted at 5 p.m., 
thus permitting all members to seek 
Divine guidance upon their chosen 
profession at the one time. 











for Housing, and the Hon. A. E. Shepherd, 
Leader of the Opposition in the Victoria, 
Parliament. 


At the meeting of Divisional Council he 
after the annual meeting the followin 
office-bearers were elected:—State Proj. 
dent: Mr. E, A. Peverill; Vice-president: 
Mr. R. Sharp; Hon treasurer: Mr. J. Wal. 
lace Ross. . 


Accountants in Legal Offices 


Since the inception of the Legal Profes. 
sion Accountants’ Committee some month 
ago a wide range of topics has been dis. 
cussed and considerable interest shown in 
ways and means of improving accounting 
procedures in solicitors’ offices. 


Meetings are held in the Society’s Board 
Room, Melbourne on the fourth Tuesday of 
each month at 5.15 p.m. and accountants 
employed by solicitors are welcome to at- 
tend. The committee also will be pleased 
to endeavour to answer questions receive 
from country members. Enquiries should kk 
addressed to the State Registrar, Austr. 
lian Society of Acccuntants, 37 Queen 
Street, Melbourne. . 


BALLARAT BRANCH 


The lecture programme for 1958 wa 
opened on 16 April when Mr. K. H. Boykett, 
A.A.S.A., chief industrial officer of th 
Victorian Chamber of Manufactures le- 
tured to members and guests on the subject 
of “Current Aspects of Industrial Legisl- 
tion”. 

Mr. Boykett opened with a review of the 
jurisdiction of Federal and State Wage 
Tribunals pointing out that the Parliament- 
ary Act was in many cases replacing nor 
mal employee/employer agreements by con- 
ciliation. The same flexibility in obtaining 
variation to wage awards was not possible 
where governed by an Act of Parliament 
as compared with the obtaining of a vari 
tion to an award through the Industrial 
Commission. 


After commenting on methods of enforce 
ment of wage awards and the recently 
raised question of equal pay for both sexes, 
Mr. Boykett gave a summary of long sé 
vice leave legislation and recent case lav 
decisions affecting this subject. Mr. Boy- 
kett also answered a number of question 
which were asked about various aspects 
of industrial legislation. 


Mr. Robert Brown, A.A.S.A., chairmal 
of the Branch Council presided at the meet 
ing and a vote of thanks was propos 
the speaker by the Branch deputy chairma!, 
Mr. Neil Crouch, A.A.S.A. 


The next meeting of the Branch will & 
held in July when an appeals officer of the 
Taxation Department will visit Ballarat 
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QUEENSLAND 


Office-Bearers : 


At the first Divisional Council meeting 
held after the annual meeting of members, 
the following office-bearers were elected for 
1958. State President: Mr. W. T. Reid; 
Vice-president: Mr. H. Illiff; Hon. treasurer: 
Mr. A. S. Donnelly. 


Members’ Luncheon 


On 27 March, members of the Queensland 
Division entertained Mr. J. A. L. Gunn, 
C.B.E., F.A.S.A., at a luncheon, when a 
reord number of members were present. 


The State President, Mr. R. F. Butt, as 
chairman, in opening the meeting, extended 
a welcome to Mr. E. C. Fernandez, State 
chairman of the Institute of Chartered 
Accountants, and expressed pleasure at the 
attendance at the luncheon of Mr. P. G. 
Johnston, Deputy Commissioner of Taxa- 
tion. 

Mr. Gunn addressed members on his 
“American Adventure in Friendship”. He 
gave them a most interesting and amusing 
insight into the extent of the warmth of 
the reception he received in America, both 
as an accountant and as an Australian. 

Mr. P. G. Johnston in moving a vote of 
thanks to the guest speaker said that Mr. 
Gunn was held in high regard by the 
Taxation Department. Members were de- 
lighted to hear that many an assessor when 
in need of an authoritative opinion to sup- 
port his submission, usually reached across 
his desk for a certain large book, saying, 
“So help me, Gunn!” 


Annual Meeting 


The State President, Mr. R. F. Butt, 
FAS.A. presided over a_ well-attended 
meeting of members in the Maple Room, 
Edward Street, Brisbane on 31 March. 

In moving that the annual report of the 
Divisional Council be adopted, Mr. Butt 
commented on the growth in membership 
of the Society since its formation and spoke 
m the expanding activities and services 
provided by the Society for members in the 
=. cities as well as at the several 

es. 

He expressed pleasure at the formation 
of a study group at Cairns during the year, 
and of the Students’ Society to assist stu- 

ts in the metropolitan area. He reminded 
members that printed lectures were avail- 
able for those who were unable to attend 
meetings, and of the technical bulletins 
and statements on accounting practices 
sued from time to time to those members 
who desired to receive copies. 

Mr. McInnes in seconding the motion, 
pressed appreciation of the work of 

members on the various committees 

g the year. 
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Mr. G. Nelson, in speaking in support of 
the motion, expressed the gratitude of 
members to the Council for its efforts in in- 
creasing the facilities provided for members 
and students during the year. 

Mr. Smalley gave details of the growth 
of the Students’ Society during the year, 
and appealed to members for their support 
by encouraging students to attend meetings, 
and by contributing to the syllabus of the 
Society where possible. 

Mr. Donnelly, in moving that the financial 
statement of the Society be received, ex- 
plained the reason for the large surplus 
and pointed out that with the various 
commitments of the Society and expanding 
services to members, it was evident that a 
surplus to the extent of that realised in 
1957 could not be expected in future years. 

The expenditure statement revealed that 
there had been a three-fold increase in 
membership and student activity during the 
year, but this was achieved with only a four 
per cent increase in total administrative 
costs. 

The following members were re-elected 
to the Divisional Council following retire- 
ment by rotation: Messrs. R. F. Butt, W. T. 
Reid, J. Devitt, C. D. Wrigley, and A. S. 
Donnelly. Mr. L. T. Crawford was re-elected 
auditor. 

On the conclusion of formal business, the 
State President presented a number of 
members with certificates of membership, 
and in doing so he stressed the need for 
continuous study to keep abreast of chang- 
ing concepts and practices. He stressed 
the importance of maintaining the dignity 
of the profession by upholding at all times 
the code of ethics prescribed by the Society’s 
by-laws. 


Educational Activity: 


Following the success of the meeting held 
last October under the joint auspices of 
the Australian Society of Accountants and 
the Australasian Institute of Cost Account- 
ants, another such function was held on 
10 April. 

The activity took the form of a sym- 
posium on “Planning for Profit”, the speak- 
ers being Mr. D. A. Gray, F.A.S.A., director 
and secretary, Appleton Industries Ltd., 
“The Manufacturer’s Viewpoint”, Mr. W. R. 
J. Riffel, A.A.S.A., director and secretary, 
McDonnell & East Ltd., “The Retailer’s 
Viewpoint” and Mr. W. B. Hales, senior 
consultant, Personnel Administration Pty. 
Ltd., on “The Management Consultant’s 
Viewpoint.” 

Members present appreciated the fresh 
and lively approach of the speakers to the 
subject. From the discussion period and 
comments made by various members, the 
meeting was obviously an outstanding suc- 
cess. 
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WESTERN AUSTRALIA 


Election of Office-Bearers 
Mr. J. M. Groom, F.A.S.A., has been re- 


elected State President and Mr. G. A. 
Gordon, F.A.S.A., State vice-president. 


Personal 


Miss Margery V. Manton, A.A.S.A., has 
commenced business in Perth. 


Mr. D. Wilson, A.A.S.A., has sold his 
practice in Albany, and has been appointed 
accountant in W.A. for the Email group of 
companies. 

At a special meeting of the Perth Cham- 
ber of Commerce, R. Goyne Miller, A.A.S.A., 
F.C.A.A., the chamber’s president, who is 
also vice-president of the Associated Cham- 
bers of Commerce of Australia, was ap- 
pointed as the chamber’s nominee to accom- 
pany the State Government’s overseas trade 
mission. The mission will leave Fremantle 
late in May and is expected to return to- 
wards the middle of September after visit- 
ing Britain, Canada and the United States. 


NEW SOUTH WALES 


Personal 

Mr. B. G. Cupit, F.A.S.A., has retired 
from the partnership of F. W. Duesbury 
and Co., as from 31 March, and will practise 
under his own name at Wingello House, 
Angel Place, Sydney. Telephone: BL 2927. 


Mr. J. A. Farley, F.A.S.A. who has been 
chief accountant of the N.S.W. Department 
of Main Roads for seventeen years, re- 
tired recently. He had been an officer of 
that Department for 33 years. 


Mr. M. R. Allen, F.A.S.A., formerly 
Queensland State Principal of the Heming- 
way Robertson Institute, has been appointed 
N.S.W. State Principal, and Mr. N. L. Tur- 
ner, A.A.S.A., former N.S.W. State Princi- 
pal, becomes the N.S.W. Regional Director 
of the Institute’s Dale Carnegie Division. 


Mr. L. B. Wright, A.A.S.A. has been ap- 
pointed secretary for New South Wales 
and Mr. C. H. Jarman, A.A.S.A., A.C.A.A. 
(prov.) has been appointed assistant secre- 
tary for New South Wales of the National 
Mutual Life Association. 


CANBERRA BRANCH 


At the April meeting of the Branch 
Council the following office bearers were 
elected for the ensuing year: Branch chair- 
man: Mr. H. C. Newman, O.B.E., F.A.S.A., 
deputy chairman: Mr. R. C. West, F.A.S.A. 
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Australasian Institute of 
Cost Accountants 
QUEENSLAND 


The sixth annual general meeting of mem- 
bers was held in the Oak Room, McDonald’s 
Restaurant, Brisbane, on 27 March. 


Prior to the formal meeting, members 
joined the State president in refreshments, 
and later dined together informally. 


The State president, Mr. G. M. E. Offner, 
presided, and in moving that the annual 
report of the Divisional Council for 1957 
be adopted, he expressed pleasure at the 
support given to the Divisional Council by 
members, and his appreciation of the work 
of Divisional Councillors on the various 
committees during the year. 


He advised that the benefits from the affi- 
liation with the Australian Society of 
Accountants had become more apparent 
during the year, permitting increased acti- 
vities and greater attention to matters 
affecting cost accounting principles. 


He explained that the Institute had with- 
drawn as a constituent body from the 
Accountants’ and Secretaries’ Educational 
Society because the scope of the Institute's 
activities, as well as those of the Australian 
Society of Accountants, covered a wider 
field than previously and supplied the needs 
of members direct through various com- 
mittees of the Council of the Institute. 


The vice-president, Mr. N. F. Morris, 
seconded the motion, and spoke of the in- 
crease in membership. He expressed con- 
fidence in the growth of the Institute in 
Queensland and members were interested in 
the comparison he gave of the relevant 
figures of membership in each State ona 
per capita basis. This revealed that Queens- 
land did not have as many cost accountants 
as might be expected. 

The financial statements of the Institute 
were received, and the election of two 
councillors to fill the vacancies by the 
retirement by rotation of Messrs. A. Green- 
hill and R. S. Gynther resulted in the 
election of Mr. R. S. Gynther and Miss J. F. 
Mills, Mr. Greenhill having previously ad- 
vised that he did not seek re-election. 


Mr. Greenhill was the first State presi 
dent of the Division, and his counsel from 
time to time added much to the development 
of the Division and the prestige of the 
Institute. 

The opinion was expressed that the elec- 
tion to the Divisional Council of Miss J. F. 
Mills, an historic and unique appointment, 
would prove most beneficial to the Institute 
and its members. 

The retiring auditor, Mr. E. W. Hughes, 
did not seek re-election, and Mr. L. T. 
Crawford was appointed. 
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Mr. D. Elphinstone outlined the work of 
the General Council during the year, parti- 
clarly steps being taken to consolidate the 
position of the Institute and the raising of 
its status in the community. 

. H. M. Harrisson then outlined the 
work of the education committee, and gave 
a forecast of the activities planned for the 
remainder of the ensuing year. 

Mr. D. S. Scott spoke on the work of the 
research committee under a suggested pro- 
gramme, and appealed for members to ren- 
der what assistance they could to the 
Division’s research committee in this regard. 
* At the close of the meeting Mr. C. B. 
Thomson moved a vote of thanks to the 
chairman. 


Office-Bearers 


At the first Division Council meeting 
held after the annual meeting of members, 
the following office bearers were elected for 
1958: State President: Mr. G. M. E. Offner; 
Vice-president: Mr. N. F. Morris; Hon. 
treasurer: Mr. D. S. Scott. 


WESTERN AUSTRALIA 


The annual general meeting of the West- 
em Australian Division was held at B.P. 
theatrette, Perth, on 19 March, when the 
= president, Mr. N. F. G. Cock pre- 
| 

Messrs. K. B. Gale and R. S. Middleton 
were elected as State councillors replacing 
Messrs. N. F. G. Cock and R. G. Olney, 
mtiring councillors who did not seek re- 
dection. Mr. R. Goyne Miller, F.C.A.A., 
was re-elected as auditor. 

Mr. W. Duirs spoke of Mr. Olney’s asso- 
tation with the Institute as State Coun- 
tillor for over 20 years, and the State’s 
frst representative on General Council. 
Mr. E. H. Jones said that Mr. Cock who 
vas retiring after two years as State presi- 
tent was one of the three members who 
formed the Research Activities Group. 

At a later meeting of the Divisional 
Council, Mr. A. Jones was elected State 
wesident, Mr. F. Felton vice-president, and 
ir. F. E. Brown, treasurer. 

At the annual meeting of the research 
ind study group of the Western Australian 
Division held on 24 April, Mr. R. S. Middle- 
n was re-elected chairman, and Messrs. 
H. Jarman, N. F. G. Cock, F. E. Brown 
te MacGibbon were elected to the com- 
After the formal business a short film on 
‘lubrication” was shown by courtesy of 
8P. (Aust.) Ltd. 

A most interesting and instructive talk 
ie also given by Mr. D. M. Nettleship, 
ag who made use of graphs to 
uh home his arguments most convinc- 
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SOUTH AUSTRALIA 


General Meeting 


The ordinary general meeting of the 
Division was held at the Institute’s office 
on 31 March. The State President Mr. O. L. 
Wilson, occupied the chair, and following 
the presentation of the annual report, he 
declared re-elected as members of the Divi- 
sional Council, Messrs. J. N. Keynes and 
F. R. Harris. Mr. W. H. Mildren was ap- 
pointed auditor for the ensuing year. 


Election of Office-Bearers 


At the meeting of the South Australian 
Divisional Council held on 15 April, the 
following officers were elected for the en- 
suing year:—State president, Mr. Alex Mof- 
fatt; State vice-president, Mr. F. R. Harris; 
Hon. treasurer, Mr. A. J. Adam. At this 
meeting the resignation of Mr. J. N. Keynes 
as a member of the Council, was received 
and accepted with regret, and Mr. A. A 
Stock was appointed to the casual vacancy 
caused by Mr. Keynes’ resignation. 

It was decided to place on record the 
Council’s appreciation of the services ren- 
dered by Mr. Keynes to the administration 
of the Institute over a long period of years. 
Mr. Keynes was a member of the Divisional 
Council from 1942 to 1943 and from 1946 
to his retirement. He was elected General 
Councillor for the Division in 1951 and was 
elected Federal president in 1956. Mr. 
Keynes was a member of General Council 
during negotiations with the Australian 
Society of Accountants which eventually 
led to affiliation with that body. 


VICTORIA 


Annual Meeting 


The annual report of the Victorian Divi- 
sion was presented at the annual meeting 
held at The Victoria on 26 March. Members 
generally agreed that the report was a 
record of outstanding achievement. A full 
programme of activities had been completed 
during the year and the spade work for 
further development of the Institute under- 
taken. 


Office-Bearers 


At the first Council meeting held after 
the annual meeting, on the 14 April, the 
following office-bearers were elected: State 
president: Mr. R. O. Thiele, F.C.A.A.; vice- 
president: Mr. W. P. Round, F.C.A.A.; hon. 
treasurer: Mr. B. W. B. Ruffels, F.C.A.A.; 
publicity officer: Mr. F. A. Buttner, 
A.C.A.A 


Mr. Thiele’s work as a vice-president and 
as the energetic chairman of the Activities 
Committee is well known to members. Mr. 
Thiele is controller of the Daylesford Cen- 
tenary Woollen & Worsted Mills, an operat- 
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ing division of the Felt & Textile organisa- 
tion. 

The following councillors were elected to 
the executive committee, Messrs. Thiele, 
Round, Ruffels and Fox. 

At the same Council meeting Messrs. 
A. F. J. Sutherland, B. W. B. Ruffels and 
C. B. Villiers were appointed representa- 
tives of the Division on General Council. 

The three members of the Institute who 
were invited to participate in the delibera- 
tions of the council meetings last year, 
Messrs. F. A. Buttner, K. Cross and E. H. 
Niemann, were re-appointed for 1958. 


Public Lecture 

The public lecture given by Mr. W. J. 
Stewart, B.Com. A.A.S.A., Senior Lecturer 
in Accounting, University of Melbourne, 
on 22 April, attracted a record attendance. 

Mr. Stewart recently returned from 
America where he held appointments at 
the Duke University, North Carolina and 
the Graduate School of Business Admin- 
istration, University of Chicago, and his 
lecture covered the latest trends in Ameri- 
can management accounting. Accounting 
publications, Mr. Stewart said, pay greater 
attention to procedures than to objectives. 
In recent years the control function of 
accounting has received increasing attention 
from American industry, where the new 
title for the cost accountant is “controller”. 

Enlightened management relies on co- 
operation rather than compulsion and this 
results in the delegation of responsibility 
with the accountant being required to 
measure performance and assign responsi- 
bility for results. 

This requires an accounting pattern some- 
what different from that used for finding 
profit and the cost of products, and calls 
for special accounting reports which include 
only those items of cost which are subject 
to the control of the person whose perform- 
ance is being measured. 


Coming Activities 

The review of examination papers will 
be held on 2 July. It should again prove 
of great interest to students. 


June Convention 

As a result of the announcement made 
in the April number of the Australian 
Accountant and the issue to members of 
the enrolment brochure, members are now 
fully acquainted with the details for the 
Institute’s two-day convention to be held 
at the Australian Administrative Staff Col- 
lege, Mt. Eliza, from Wednesday evening 
June 11 to Friday afternoon, June 13. 
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This Convention is the first ext 
conference arranged by the Cost In 
and its central theme is “The Cost Ae 
ant’s Place in Management”. This 
subject uppermost in the minds of all g 
tical cost accountants who seek to play 
part in the top executive team resp 
for the success of their companies, © 


Industry Discussion Groups 


Following the response of member 
the suggestion that groups be forn 
discuss cost and management pro 
within a particular industry, prelimi 
arrangements have been made to com 
regular meetings of the various groups 


The group formed to discuss pre 
in the textile industry has already met 
under the chairmanship of the Instit 
vice-president, Mr. W. Round, is off* 
good start. The progress of this gro 
be watched with interest as such gn 
play an important part in ma 
accounting in the U.S.A 


. 


New Members 


The following new members, whose f 
are listed below with the names of 
firms with which they are associated, 
been admitted to the Institute sine) 
December, 1957. ' 


Provisional Associates—Carp, B., 
Felevicion Corporation Pty. Ltd.; Hai 

G., H. A. King & Co.; McLaren, ik 
Buckles & Hughes (Chartered Ace 
ants); Plant, J. F., Lawson & Ca 
Ltd.; Tan, S. J., Kaines, Hearnes & W, 
(Chartered Accountants). 1 


Associates—Barnes, H. W. G., 
Australia Airlines; Bridger, L. A, 
Electricity Commission of Victoria; 
friddo, P., C. W. Martin & Sons (Aust 
Gow, R. F., Robert Harper & Co. 
Hoffler, M. D., Warner Drayton Co. 
Ltd.; Johnson, N. W. E., Directora 
Equipment Branch, R.A.A.F.; Martin, & 
New Holland (Australasia) Pty. Ltd; 
Known, K., Department of Defence F 
tion; McNeil, J. E., S. J. Perry & Co; 
kin, S., Marigny Laboratories Pty. 
Nation, J. P., Radio Corporation Pty. 
Newham, B. D., State Electricity Co 
sion of Victoria; O’Brien, L. G., Myet 
porium (Geelong) Pty. Ltd.; Royle, © 
Concrete House Project, Housing 
sion of Victoria: Smith, H. J., Cont 
Ltd. (Printing); Sorati, E. V., B 
Textile Mills Pty. Ltd.; Thornhill, 
Beaurepaire Tyre Service Pty. Ltd.; 

J. L., L. & I. Glen Pty. Ltd.; West, NE 
Preston Motors Pty. Ltd.; William 
McC., Yarra Falls Ltd. 


Our new members are invited to] 
cipate in the Institute’s activities W 
planned for the benefit of members. 
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